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HEARING ON RURAL HEALTH CARE SERV-
ICES: HAS MEDICARE REFORM KILLED
SMALL BUSINESS PROVIDERS?

WEDNESDAY, JUNE 14, 2000

HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
Washington, DC.

The Committee met, pursuant to notice, at 10:04 a.m. in room
2360, Rayburn Office Building, Hon. James M. Talent (chairman of
the Committee) presiding.

Chairman TALENT. Well, let’s open the hearing. I will go ahead
and give my opening statement and if the ranking member gets
here, she can give hers. If not, we will recess just long enough for
the vote.

Today the Committee will be examining the fate of small busi-
nesses health care providers three years after the Medicare reforms
incorporated in the Balanced Budget Act of 1997. These reforms
promised us an improved ability to reduce waste, fraud and abuse
in the Medicare system and to achieve substantial savings. Cer-
tainly savings have appeared. Perhaps fraud and waste have been
curbed but there are some concerns that service for Medicare re-
cipients is suffering as a result.

Over the past two years, many of us have read the newspaper
articles or seen the reports on television concerning the bank-
ruptcies of major nursing home chains and the financial problems
of HMOs that provide significant Medicare services. Most recently,
we saw SIGNA Healthcare abandon Medicare services. The com-
mon reasons given revolve around the reimbursement and fee
schedules established by the Health Care Financing Administra-
tion after the 1997 BBA changes.

However, as significant and oftentimes disturbing as those
events were, a little noticed change was sweeping through the
health care industry and devastating the provision of care avail-
able, particularly in rural areas. Small businesses involved in the
provision of ancillary services to nursing facilities, hospices and
home health care patients were failing or reducing service in rural
areas at a record pace. These small businesses offered lab services,
physical therapy, occupational therapy, wound care, intravenous
therapy, portable electrocardiogram, x-ray, and pharmacy services
to rural areas.

These providers offer a range of medical services that a rural
nursing facility would find impossibly expensive to duplicate. Un-
fortunately, the providers are fast disappearing and it appears that
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the reason may be the Medicare reforms enacted in 1997. Since the
enactment of BBA 97, a number of previously covered ancillary
services have been eliminated. In addition, many other Medicare
services have been effectively eliminated in rural areas by the re-
duction or elimination of the transportation reimbursement rates.
Ancillary service providers for Medicare patients at a rural facility
now receive no reimbursement for travel to the facility and are
forced to either provide services at a loss or suspend service to
those facilities altogether.

At the same time, other provisions of BBA ’97 are taking their
toll. The Prospective Payment System was instituted in 1998 to
consolidate the billing of Medicare A services through nursing fa-
cilities. Facilities are billed directly and then reimburse the ancil-
lary care providers. Unfortunately, this has resulted in some facili-
ties taking advantage of their position as “gatekeepers” to extract
discounts from small providers. In addition, many facilities are in-
creasingly slow in providing reimbursement.

This creates an addition strain on the system—ancillary pro-
viders faced with this situation refrain from providing service.
While this could be considered by some as good because it prevents
unnecessary use, it also creates a scenario for misuse. Services pre-
viously provided at bedside are now provided at hospitals, with the
added cost of ambulance transportation and the added stress to the
patient. We know these services are shifting to hospitals. Only last
year Congress acted to increase reimbursement to rural hospitals
in recognition of that added strain. The question is, have we only
treated the systems?

Today we will discuss these problems and I hope begin a dia-
logue to restore the small business sector of the health care indus-
try. We have a number of witnesses who will testify.

What I will do is recess the hearing so that we can go and vote
and then come right back and we will start with our first witness.

[Recess.]

Chairman TALENT. I will recognize the gentlelady from New York
for her opening statement.

Ms. VELAZQUEZ. Thank you, Chairman Talent.

Today we examine the need for access to health care in rural
America and the unintended consequences that the Balanced Budg-
et Act of 1997 created. In study after study, it has been determined
that those Americans living in rural areas tend to be poorer, older
and less insured. Indeed, nearly 22 million Americans live in feder-
ally designated areas where there is complete shortage of adequate
health care professionals or medical facilities. And to make that sit-
uation worse, those who often need health care the most—senior
citizens—represent one-fifth of the total rural population.

This is without a doubt a travesty for this country. However,
while the need is still great, the commitment by the federal govern-
ment is diminishing. This is due in large part to the Balanced
Budget Act of 1997 that has hit small rural health care providers
especially hard.

Thus, small companies were paid through by a simple cost reim-
bursement system. Simply put, they were reimbursed for reason-
able related to providing these services. In most cases, the costs
often involve transportation of critical important to these remote
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sites but these expenses are only reimbursed on a fixed basis, re-
gardless of how far they travel to get to the facility they serve.

Unfortunately, these companies are now forced to carry an extra
burden without proper compensation for reasonable costs of doing
business and it is for this reason that we must take all of these
issues into consideration, whether we are talking about patient
care or protecting small business, to ensure that every American,
no matter where they live, will have that continued access to basic
health care.

I have looked forward to the start of this hearing. I believe it is
important to reveal the unique issues revolving around access to
quality rural health care or the lack thereof. We are all interested
in hearing from the small businesses that provide health care serv-
ices in rural areas and how we might be better able to continue
their growth and success.

It is not in the spirit of equality that America has promised all
of us to be denied the basic necessities shared by all only because
of where you live. Many of these people in these rural areas who
these companies service are farmers. Farmers have committed
their lives and their families’ lives to ensuring that each and every
day all of us have food for our families.

I look forward to working with Chairman Talent and the other
members of the Committee in seeking ways to mitigate the nega-
tive impact the Balanced Budget Act of 1997 has on our Nation’s
small businesses. We are faced with the serious dilemma with this
issue and we must find a solution to prevent a serious problem
from becoming a potential health care disaster for business and for
to people they serve.

Thank you, Mr. Chairman, and I look forward to hearing from
our panels today.

Chairman TALENT. I thank the gentlelady and without objection,
anybody who wants to submit other statements for the record, they
will be entered into the record. I have one from Mr. Manzullo and
I am sure there are other members, as well.

[Mr. Manzullo’s statement may be found in appendix.]

Chairman TALENT. We will go to our witness panel. The first wit-
ness is Kathleen A. Buto, who is the deputy director of health
plans and providers for the Health Care Finance Administration.
Thank you for being here.

STATEMENT OF KATHY A. BUTO, DEPUTY DIRECTOR, CENTER
HEALTH PLANS AND PROVIDERS, HEALTH CARE FINANCING
ADMINISTRATION, U.S. DEPARTMENT OF HEALTH AND
HEALTH SERVICES

Ms. Buro. Thank you, Chairman Talent, Congresswoman
Velazquez, for inviting us to participate in this hearing today to
discuss our efforts to support small businesses that provide health
care in America’s rural areas.

We understand that rural providers face unique challenges in
serving the medical needs of our beneficiaries. Assuring and en-
hancing access to quality care for rural beneficiaries is a priority
for us and we are committed to continuing to work with you to en-
sure that these unique needs are met.
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In fact, we have established a Rural Health Initiative Group
within our agency to increase and coordinate attention to rural
issues in all areas of our work. Each of our regional offices now has
a rural issues point person and you and your provider constituents
can call directly to raise and discuss issues, concerns and ideas. A
list of these contacts is attached to my written testimony.

We are also working to enhance our relationship with the Small
Business Administration and ensure our policies are responsive to
the needs of small business communities, including those located in
rural areas. This cooperative effort includes training sessions for
our staff on small business issues—more than 100 staff were
trained last year by the SBA—cross-agency review of regulations,
and participation in forums that were held around the country by
the SBA ombudsman.

Let me move to some of the issues directly under the jurisdiction
of Medicare, because I know you are interested in those. We are
proceeding with several projects to evaluate Medicare coverage for
telemedicine services and, of course, this is particularly of interest
in rural areas, to find ways to get some of the more sophisticated
services available in urban areas more directly to rural bene-
ficiaries.

For example, in February we initiated a project with Columbia
University to explore how teleconsultations in urban New York
City and rural Upstate New York affect patient care and outcomes.

Additionally, we are working with the Agency for Healthcare Re-
search and Quality to assess the cost-effectiveness of telemedicine
services and the need to expand telemedicine beyond current pay-
ment regulations. We are anxious to share our results with Con-
gress and we look forward to doing that later this year.

We have already implemented the majority of provisions in the
Balanced Budget Act of 1997 that assist rural providers. Working
together, Congress and the Administration last year enacted the
Balanced Budget Refinement Act, which includes a number of re-
forms and other changes to the BBA that address some of the
BBA’s unintended consequences. A number of these refinements
are particularly helpful to providers in America’s rural areas and
their patients. We also have taken a number of important adminis-
trative actions to assist rural providers that complement the legis-
lative changes included in the BBRA.

The BBRA allows more hospitals to be designated as critical ac-
cess hospitals or rural referral centers. It holds rural hospitals
harmless for four years during the transition to the new outpatient
Prospective Payment System. It extends the Medicare-Dependent
Hospital program, which assists small rural hospitals serving most-
ly Medicare patients, for five years. And it gives sole community
hospitals an enhanced annual update for fiscal year 2001.

For skilled nursing facilities, it provides an immediate increase
in payments for facilities that treat high-cost patients. It creates
special payments to facilities that treat a high proportion of AIDS
patients and excludes certain expensive items and services from
the PPS consolidated billing requirements.

Importantly, BBRA provides an across-the-board increase of 4
percent in fiscal year 2001 and 2002 and gives nursing homes op-
tions on how their rates are calculated. It places a two-year mora-
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torium on the physical and occupational therapy caps that were in-
cluded in the BBA, which appeared to be presenting particular
problems for patients in these facilities.

BBRA also delays a scheduled pay cut for home health agencies
until after the first of the year 2001 under the Prospective Pay-
ment System for home health services. It provides an immediate
adjustment to the per-beneficiary limits for certain agencies, and
gives assistance payments to help cover some of the costs associ-
ated with collection of data as part of the home health PPS system.
It excludes durable medical equipment from consolidated billing.

And we have taken a number of administrative steps to help
rural and other providers. For example, we are making it easier for
rural hospitals to be reclassified and to receive payments based on
higher average wages in nearby urban areas. We are using the
same wage index that is used to calculate in-patient rates for the
Outpatient Prospective Payment System and we are postponing the
expansion of the hospital transfer policy, which we understand has
had an adverse impact on rural hospitals.

We are extending the time frame for repaying home health over-
payments from one year to three, with the first year interest-free,
and we are postponing the requirement for home health agencies
to obtain surety bonds. We will refine the classification system for
skilled nursing facilities in a budget-neutral way to increase pay-
ments for medically complex patients.

We are also redoubling our efforts to more clearly understand
and actively address the special circumstances of rural providers
and beneficiaries through our rural health initiative. We have been
meeting with rural providers, visiting rural facilities, reviewing the
impact of our regulations on rural health care providers, and con-
ducting more research on rural health care issues.

We are participating in regularly scheduled meetings with the
Office of Rural Health Policy in the Health Resources and Services
Administration to make sure that we stay abreast of emerging
rural issues and we are working directly with the National Rural
Health Association on a number of issues and to evaluate rural ac-
cess to care issues and policy changes.

Our goal is really to engage in more dialogue with rural pro-
viders and ensure that we are considering possible ways of making
sure rural beneficiaries get the care they need. We are looking at
best practices and areas where research and demonstration
projects are warranted and we want to hear from those who are
providing services to rural beneficiaries about what steps can be
taken to ensure that they get the care they need.

We are committed to ensuring rural beneficiaries continued ac-
cess to quality care and we are all concerned about the dispropor-
tionate impact that policy changes can have on rural health care
providers.

We are grateful for the opportunity this hearing provides to dis-
cuss these important issues and to explore how we might address
them in a better and more responsible manner.

I thank you again, Chairman Talent, for holding the hearing and
I would be happy to answer your questions.

[Ms. Buto’s statement may be found in appendix.]
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Chairman TALENT. We will have questions in a few minutes,
after the other witnesses have testified and I thank you for being
here.

Our next witness is Zachary Evans, who is the president of Mo-
bile Medical Services from St. Joseph, Missouri. Thank you for
coming such a long way, Mr. Evans, and we would love to hear
your testimony.

STATEMENT OF ZACHARY EVANS, PRESIDENT, MOBILE
MEDICAL SERVICES, ST. JOSEPH, MO

Mr. Evans. Thank you, Mr. Chairman and distinguished mem-
bers of this Committee. I would like to request at this time that
my entire written statement be entered into the record.

It is a pleasure to have the opportunity to testify before you
today on an issue of great importance to our industry and small
business owners nationwide.

As Chairman Talent said, my name is Zach Evans and I am the
president of Mobile Medical Services, Incorporated. I am also the
immediate past president of the National Association of Portable X-
ray Providers.

My small business was established in 1992 and is located in St.
goseph, Missouri. I currently employ five individuals on a full-time

asis.

I appear before you today to explain the dramatic impact upon
my company and others like it across the country of severe cuts in
Medicare reimbursement rates. These reductions, mandated by the
Balanced Budget Act of 97, have hit small businesses the hardest
and have, in turn, forced small businesses to cut back on nonprofit-
able services.

This impact is particularly alarming because it has ultimately
led to a reduction in essential medical services for thousands of
Americans, particularly those in rural areas.

In essence, what are seeing are the early symptoms of a poten-
tially fatal disease that afflicts our Nation’s health care delivery
system. The reduction in Medicare reimbursement rates mandated
by BBA 97 has resulted in the complete elimination of profit mar-
gins for small business providers of some vital services, particularly
in the rural areas.

As a provider of medical services which are transported to the
patient’s bedside, reimbursement rate reduction has forced me to
view nursing facilities or private homes that are located in rural
areas as financially unsound clients. This means that I and other
small business providers of portable x-ray services cannot afford to
provide a service which is not only safer, more comfortable and con-
venient to the patient but less expensive for Medicare.

It is profoundly ironic that as companies such as mine are forced
to deny service to rural patients because of Medicare cost-cutting,
the only alternative, transportation by ambulance, significantly
drives up Medicare costs.

These service cut-backs to rural areas must be viewed as the
early warning signs of a more far-reaching problem. As small busi-
ness providers are forced to shrink their service area to remain sol-
vent, rural patients and facilities will be forced to spend more to
obtain these medically necessary services. This cycle of cost-cutting
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leading to higher costs for poor services is potentially lethal to the
health care delivery system as a whole.

Perhaps the most dramatic cut mandated by the BBA was the
total elimination of the transportation fee for portable EKG serv-
ices. Clearly if a service provider receives no transportation reim-
bursement for a service, traveling long distance to rural facilities
is simply not economically feasible. In my company’s case, I lose an
average of $50 for every EKG I perform. This average includes
service to local facilities. If I were to calculate our losses based on
distance traveled, you would see a steadily rising column of red
ink, increasing with every mile we travel to the facility or home.

I am no politician but I do feel that I understand voter senti-
ments sufficiently to predict the obvious. Americans would be ap-
palled to learn that EKGs will not be available to elderly rural pa-
tients simply because they reside outside of the more profitable
urban and suburban areas.

I can say, however, that Americans would be proud to learn that
you, Mr. Chairman, led the fight last year to reinstate the EKG
transportation rate. For that effort, I would like to take this oppor-
tunity to thank you on behalf of the providers and patients alike
for standing up for this vital cause. I hope that with your strong
voice on our side, we may prevail this year and obtain the EKG
transportation rate before more patients who are denied this basic
care.

Unfortunately, EKG services only represent a small portion of
the portable x-ray business. What has happened regarding EKG
services is now spreading to the x-rays. My company once offered
24-hour-a-day, seven-day-a-week service to all patients. We have
been forced to cut our services to patients located 25 miles distance
or more, to between an 8 a.m. and 3:30 p.m. Monday through Fri-
day. Additionally, we are currently turning down all new requests
for services outside of a 25—-mile radius.

This represent a massive reduction in services, yet we are cur-
rently considering dropping these remaining facilities altogether.
For our company alone, that decision would deny vital medical
services to approximately 15 homes with an average of 80 beds
each or a total of 1,200 patients.

1,200 patients denied service from one small company in Mis-
souri. I know that dozens of other small business portable x-rays
providers are either considering or have already enacted similar
cuts. I have to stress that these service cuts will not save my com-
pany or others like it without some form of rate increase. These
cuts can only slow our losses somewhat. Without a rate change,
portable x-ray services will inevitably vanish, leaving ambulance
transportation, with its higher cost and lower patient satisfaction,
as the sole alternative.

By the actions of the chairman last year and through many con-
versations with the Small Business Committee staff, I know that
this Committee is truly supportive of the Nation’s small business
community. I sincerely hope that all members of this Committee
fvill join us in calling for reasonable solutions to this critical prob-
em.

Thank you again for the privilege of sharing my views and expe-
riences with you today.
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[Mr. Evans’ statement may be found in appendix.]

Chairman TALENT. Thank you very much.

Our next witness is Karen Woods, who is the executive director
of the Hospice Association of America. Miss Woods?

STATEMENT OF KAREN WOODS, EXECUTIVE DIRECTOR,
HOSPICE ASSOCIATION OF AMERICA

Ms. Woobs. Thank you. Good morning, Mr. Chairman and mem-
bers. I am very proud personally and professionally to be able to
represent hospice agencies, to represent the patients that they care
for and their caregivers.

The Hospice Association has been very concerned about the
changes that occurred with BBA ’97. Our main focus is looking at
accessibility and quality of end-of-life care and feeling that all of
us deserve quality end-of-life care and we have certainly seen this
hampered by changes in BBA because of the way it has affected
how hospice operation can work.

This is a national issue and it seems to be doubly impacted upon
rural hospices because of all the information that we have heard
already, just information on the ability to hire staff, to maintain
that staff, to provide that service on an appropriate reimbursement
rate.

Currently, only 20 percent of Americans receive terminal care
from hospice programs. When you consider that as a national aver-
age, again you can certainly say that in a rural area, that is going
to be much less than 20 percent. This means that most people are
dying with a terminal illness without the care and support that
Eheyhneed and that families are not provided support following the

eath.

Considering the issue of low population density in rural areas, it
makes it inherently difficult to deliver services and specifically
with such a targeted area—people with a terminal illness—to get
Ehe care where it can be provided, and that care is in the patient’s

ome.

The rural health agenda, some information that we have pro-
vided was telling us that rural Americans are faced with issues
that create barriers to care because of an inadequate supply of pri-
mary care physicians, as well as other health care providers, such
as nurses, home care aides, social workers and counselors, and that
is a reality. And those particular disciplines are the heart and soul
of a hospice home care team.

In conversations with providers that we represent, we have been
getting information about the impact and some of the things I am
going to list are just in broad terms what they are feeling. Defi-
nitely the shortage of nurses, home care aides, therapists and so-
cial workers, making it very, very difficult to recruit and then
maintain these people. And the Medicare benefit is defined in a
way that the hospice programs are required to provide certain core
services where they cannot contract with people; they have to be
full-time employed, and this is very difficult when the supply is
low.

There has also been a decrease in the hospice market basket up-
dates and that obviously has affected every aspect of hospice care
and the services provides.
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Insufficient reimbursement barely allows them to maintain ap-
propriate wage and benefit packages for their staff.

There is definitely a lack of funding for innovative modalities,
such as telehealth care. Now certainly when the Medicare benefit
was designed, telehealth, telemedicine did not exist, but in an, I
will say, restrictive per diem rate, there is no edge and no give for
new technologies.

Hospice programs are faced with restrictive regulations that in
some areas prevent them from contracting with specialized nursing
services. There may be one particular procedure that normally the
day-to-day functions of a hospice nurse does not need to address,
but because of regulation, they are restricted from contracting with
a specialist to do so.

They are required to have their home care aides supervised only
by a registered nurse. It would be nice if a licensed practical nurse
could do that. It would certainly allow for a little freedom and less
expensive staffing.

There is also restrictive regulatory definitions of service areas.
Mileage and driving time are the criteria. The criteria is not the
quality outcome. It makes it very difficult and sometimes almost
impossible for a hospice program to provide service in a rural area.

We were talking to a program in Nevada and there is an hour
drive time. That is the limit. If they cannot make it to the patient
in an hour’s drive time, they cannot service the area. And in the
rural area, that is probably not quite halfway to a routine visit.

We have had a report from some members in the southwest re-
gion of Kansas and they were talking about the domino effect of
BBA ’97. Just this past May, on May 31, the regional hospital cen-
ter closed its home health agency and the home health agency, in
turn, needed to close its hospice program. Their concern is there is
a county without any home care services. They said if this was an
urban area, competition would certainly move in and they would
have patients referred to other agencies as they closed their doors.
There is no one to turn the care over to, so these patients are left
unattended. To be left unattended in your last dying weeks without
the support and care of a hospice program I think is a criminal act.

We have added some information in an appendix to our com-
ments and I would just like to go through those. These are some
suggestions, recommendations that we have and actions that we
would think would be good to take.

Looking at funding grant programs for training therapists, med-
ical social workers, nurses and home care aides and other hospice
personnel with a focus on providing home and community-based
practice in areas where shortages exist.

Would like to amend a particular section of the Social Security
Act to include a provision allowing specialized high-tech nursing
services to be provided by contract under the direction and super-
vision of a hospice.

Would like to see legislation enacted that would allow LPNs, es-
pecially in rural America, to supervise home health aides and cer-
tainly under the general supervision of a registered nurse.

Would like to see federal programs that finance hospice services
to adjust reimbursement to allow for appropriate wage and benefit
levels for all clinical staff.
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Would like to see clarity in the definition of hospice multiple site
service areas and certainly looking at uniform reasonable and an
up-to-date policy that focusses on the ability to provide quality
care, rather than imposing arbitrary and ineffective time and dis-
tance requirements.

Would like to see legislation clarified around the issue of tele-
health and have that as a service provided by a hospice and that
Medicare should provide appropriate reimbursement for technology
costs for rural hospice providers. And I was pleased to hear that
HFCA is looking at that very issue.

And we would like to see the restoration of the reductions in the
market basket updates that were enacted by BBA 97 and also the
1999 Omnibus Appropriations Act.

And I thank you and again thank you for your attention to this
very important issue.

[Ms. Woods’ statement may be found in appendix.]

Chairman TALENT. I thank you and your members for your serv-
ice to people.

The next witness is Norman Goldhecht, who is the vice president
of Diagnostic Health Systems from Lakewood, New Jersey.

STATEMENT OF NORMAN GOLDHECHT, VICE PRESIDENT,
DIAGNOSTIC HEALTH SYSTEMS, LAKEWOOD, NEW JERSEY

Mr. GOLDHECHT. Thank you, Mr. Chairman and members of the
Committee. I ask that my entire written statement be entered into
the record.

I appreciate the opportunity to appear before you today. My
name is Norman Goldhecht and I serve on the board of directors
of the National Association of Portable X-Ray Providers as the reg-
ulatory chairman. I am also an owner of a portable radiology com-
pany in New Jersey.

Mr. Chairman, the portable x-ray industry has been seriously
threatened by the passage of the Balanced Budget Act of 1997. We
are now truly seeing its effects and they are devastating to small
business. Our industry is made up of predominantly small busi-
nesses, small businesses that cannot withstand the razor sharp
cuts in revenue we have experienced over the last several years.

There are three areas that I would like to focus on this morning.
I do not wish to sit here and simply complain about the problems
my industry is currently enduring. I want to offer some suggestion
as to how we might move toward resolving our problems, thus en-
suring that we survive the massive changes to the Medicare system
currently under way.

The three topics I wish to focus on are as follows. A rural modi-
fier, transportation of EKG, and consolidated billing.

As far as the rural modifier, portable x-ray providers service
many skilled nursing facilities, SNFs, and home-bound patients
that reside in rural areas of this country. We must travel consider-
able distances to and from these sites to offer these patients our
valuable and cost-effective services.

Our industry has been one of the first cost-saving alternatives for
the Medicare system. Based on a 1995 cost report performed by the
Center for Health Policy Studies, the average charge to Medicare
was appropriate $87 for a typical x-ray performed by a portable x-
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ray provider. The average cost to transport that same patient by
ambulance was $420. If the patient is admitted to the hospital, the
cost rises to thousands. It should also be noted that the transpor-
tation portion of our fee is prorated among the number of patients
we see per visit. The ambulance fee is per patient.

We are recommending an additional fee when our services are re-
quired in a rural area. We understand that this is an established
practice in other areas and we feel that the additional travel that
is required would warrant such a request. The fee would be reim-
bursed in the form of a special CPT code only to be used and billed
when a provider performs services in a rural area.

Transportation of EKG service. Currently we do not receive any
additional reimbursement to travel to a nursing facility when per-
forming an EKG. This reimbursement was taken away from an in-
dustry when the Health Care Financing Administration deemed
CPT code R0O076 a noncovered service. The service had previously
been covered.

My current reimbursement for the EKG technical component is
$16.49. This is the same reimbursement that a physician’s office or
a hospital receives if they were to perform the test in their office.
Each time an EKG is performed, we must dispatch a technician
who must travel anywhere from five to 50 miles or more. Clearly
this does not cover the expense of the exam.

We feel the simple solution is to reinstate EKG transportation as
a covered service.

Consolidated billing. The pending onset of consolidated billing is
a major issue facing our industry. We have been working with sev-
eral agencies to seek a resolution. The BBA mandated Prospective
Payment System, PPS, and consolidated billing for skilled nursing
facilities. The basic premise of these acts is that they take away
the control of the billing aspects of our members and give them to
the nursing facilities.

While consolidated billing has been delayed, PPS has been in ef-
fect for over a year and we have seen the effects. Under PPS, resi-
dents that are Part A patients of a SNF have to be billed directly
to the SNF and the SNF will reimburse the x-ray provider for the
service. The problems that we have encountered are that the SNFs
sought large discounts and have delayed payment from 90 to 180
days and in some instances, due to the large number of nursing
home chains that have declared bankruptcy, we have never re-
ceived payment.

This has put the small businesses in our industry in financial
difficulties, and while PPS only represents a small portion of the
work that is performed by our providers, it has given us a look into
the future of consolidated billing.

Consolidated billing will require our members to bill the SNF for
the services performed to the residents that are currently being
billed to Medicare Part B. This will certainly cause the small busi-
nesses a hardship. The SNFs will demand discounts from our cur-
rent fee schedules. The consolidated billing requirement of BBA 97
requires that all ancillary providers performed in the SNF be billed
directly to the SNF, rather than the provider billing Medicare di-
rectly.
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Although consolidated billing has been delayed, the principles be-
hind the system cause serious problems with the small businesses.
Medicare currently pays providers within 21 days of receiving a
valid claim and pays interest when they do not pay promptly. Addi-
tionally, a provider never has to be concerned about receiving reim-
bursement or having to give a discount in order to provide services.

The onset of consolidated billing would cause providers to wait,
on average, 90 days or up to 180 days or even longer for payment.
The SNFs would also require the providers to give discounts for the
added billing expense that they would incur.

The main objective of consolidated billing was to reduce fraud
and abuse. It was to make the SNFs the gatekeepers of services
performed in their facilities so that they might monitor the billing
that is being done. This is a budget-neutral issue, as the amount
of money the government is paying is only being transferred from
the providers to the SNFs.

This is why we have suggested the voucher system. This would
require the providers to submit a bill at the end of each month to
the SNF for all services performed. The SNF then would have to
sign off on an approved voucher and the provider then could bill
Medicare and receive payment directly. This would accomplish a
needed compromise. The facilities verification would cut down on
fraud and abuse while allowing the providers to receive payment
directly and promptly. It should be noted that if the SNFs receive
payment directly from Medicare for services that the provider has
delivered, they would have a direct interest in having more services
performed. If they require providers to discount their services, they
would receive additional funds, meaning the more services per-
formed, the more revenue to the SNF. Since the SNF is a requester
of services, they control how many services are to be performed.

The voucher system is a budget-neutral solution which allows us
to solve the problems that can arise with consolidated billing while
still accomplishing the government’s main objective.

Thank you, Mr. Chairman and members of the Committee, for
the opportunity to address you today. I would be happy to answer
any questions.

[Mr. Goldhecht’s testimony may be found in appendix.]

Chairman TALENT. I thank the gentleman.

Our last witness is Mr. William A. Dombi, Esquire, who is the
vice president for law of the National Association for Home Care.
Thank you, sir.

STATEMENT OF WILLIAM A. DOMBI, ESQ., VICE PRESIDENT
FOR LAW, NATIONAL ASSOCIATION FOR HOME CARE

Mr. DomBI. Thank you, Mr. Chairman and Ms. Velazquez and
mgmbers of the Committee for the opportunity to testify here
today.

The question posed in this hearing is whether Medicare reform
has killed small business providers. With home health agencies,
the answer is an unqualified yes. Home health care is a dying
breed in this country at this point as a direct result of the Balanced
Budget Act and the institution of payment reforms with the Medi-
care home health benefit.
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Mr. Talent, in your State of Missouri, Health Care Financing Ad-
ministration statistics indicate that 79 home health agencies have
closed since the Balanced Budget Act, which represents more than
a third of the agencies in that state, but the updated numbers are
103. So we have an accelerating pace of closures. In addition, 32
out-of-state home health agencies are no longer servicing residents
in the contiguous areas between the state of location and the State
of Missouri.

With respect to home health in the Virgin Islands, it has become
the virgin island. You do not have home health agencies available
to provides services on all of the islands. And each of your states
is in a similar position, both in metropolitan but in particularly
rural areas.

Rural areas are subject to closures due to the changes in reim-
bursement, primarily for two reasons. One, Medicare, with its
changes in reimbursement, did not respect the differences between
rural home health agencies and nonrural home health agencies.
The reason is that the system was designed with the concept of
averaging and we all know that the only way averaging works is
if there is only one participant in the process because with aver-
aging, there are people above and below the line and rural home
health agencies are generally below the line. They have costs which
for years have been documented to be 12 to 15 percent greater than
the cost of nonrural home health agencies. The level of utilization
of services has been documented to be over 15 percent greater due
to the nature of the patients served in those rural communities.

Home health agencies, by definition are small businesses, 94 per-
cent by HCFA’s definition are small businesses. And for rural home
health agencies, when we speak rural, we speak of float planes in
Alaska. In Montana we talk of snowmobile delivery of services and
in the Delta we talk of boats just transporting people from house
to house.

When we look at the definition of rural, the nearest McDonald’s
is 100 miles away, and that is a long way to go to get a hamburger
and you are not going to get home care delivered out into those lo-
cations.

The policies and practices of the Health Care Financing Adminis-
tration have added to the problems. In one respect, they tout their
successes relative to rural health care providers, but they do not
mention home care rural health care providers in that respect. In
virtually every case where a home health agencies has a debt with
the Medicare program as a result of the reimbursement changes,
the Health Care Financing Administration has opposed reorganiza-
tion of that debt in bankruptcy court. They have institutionally op-
goied the use of the compromise authority they have on any of the

ebts.

And, as a result of that, public health agencies and local tax-
payers throughout the Midwest and the rest of the country have
been forced to subsidize the Medicare program. Small business
owners have subsidized them for years and have closed down as a
result of that, as well.

The Prospective Payment System for home health begins October
1, 2000 if everything goes on schedule and I know this Congress
and the home care industry and the Health Care Financing Admin-
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istration hope that PPS is the solution to the problem caused by
the IPS of the Balanced Budget Act, and I think the answer to that
for rural small home health agencies is: no. It is a perpetuation of
the problems caused by the Interim Payment System. It still works
on the basis of averages. And despite the authority that Congress
specifically gave to the Health Care Financing Administration to
recognize geographic differences in home health service delivery,
the Health Care Financing Administration has failed to put in
place a rural differential and that will lead to further deterioration
in the foundation of delivery of home care services.

Why is there a need for a differential? Well, in Washington, D.C.
a home health agency will drive probably four to five miles to get
to a patient’s home. In Northern Virginia the same and in the
areas of Baltimore, the same in Maryland. But when you are in
Montana, you are driving two and a half, three hours between pa-
tients’ homes. Productivity levels are significantly lower.

Home care is a local service. Unlike the closure of rural hospitals
where patients were then transported by ambulance to the rural
hospitals, you are not going to transport the patient to a home care
setting. You transport home care to that patient.

In addition, with prospective payment at this point in time, the
Health Care Financing Administration still refuses to allow the use
of telehealth services within the prospective payment method that
is being offered to the home health agencies. No flexibility is being
provided to them.

Additional problems—Ilabor and workforce, and part of those are
due to Health Care Financing Administration policies. Hospitals
are allowed to reclassify their location for purposes of wage index
adjustments when the hospital competes with metropolitan-based
hospitals for the same labor force. Home health agencies, under the
current system and the prospective payment system, are not al-
lowed to do that.

And finally, a HCFA policy that is causing great problems in
rural areas is their definition of what is an allowable branch loca-
tion. A branch location, by definition, cannot be more than one
hour away from the parent sites and in order to perform super-
vision and oversight of the branch, you cannot rely upon electronic
transmissions. In other words, telephones, fax machines, email and
everything else cannot be considered in determining whether a par-
ent home health agency can adequately supervise a branch site.

Branch sites will allow rural home health agencies to expand
their territory, expand their patient base, which is necessary to
survive under the prospective payment system. With a rural home
health agency, one single patient at $12,000 of cost and $3,000 of
reimbursement on the episodic 60—day basis will bankrupt that
home health agency, and that is due to the small size and adverse
selection by coincidence that will occur for those rural home health
agencies.

Within this testimony, I have offered several solutions. We need
to change the branch office definition. We need to bring in a rural
home health agency differential in terms of reimbursement. We
must make the wage index applicable to home health agencies, the
same way it is applicable to the hospitals. And we have to create
some workforce flexibility to respect the fact that rural areas and
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small businesses providing home health services do not have a
labor control that you see with larger employers across the country.

I plead with you to try your best to give rural home health agen-
cies the opportunity to serve rural patients. We have a dying breed
and by next year, if the system continues as proposed, we will not
have a foundation for home health services to provide to the rural
communities to restore. Thank you for your time.

[Mr. Dombi’s statement may be found in appendix.]

Chairman TALENT. I appreciate that testimony. Go a little bit
more into the branch office for me, if you will. HCFA is discour-
aging home health agencies from establishing branch offices. Is
that what is going on?

Mr. DoMBI1. The Health Care Financing Administration actually
has a variety of policies on this issue, depending upon what re-
gional office that you are dealing with and varying interpretations,
as well. But predominantly, the interpretation begins with the
question: Is the branch office more than 60 minutes away from the
pﬁg‘ent site? And if it is, it is presumptively a nonqualified branch
office.

They have made occasional exceptions and there have been some
recent

Chairman TALENT. And if you are not qualified it means you can-
not provide service out of that branch office?

Mr. DoMBI. You cannot locate a branch there and provide serv-
ices and receive Medicare reimbursement. And as it comes to the
question of oversight and supervision of the branch by the parent
office, you have to have staff from the parent actually go to the site
of that branch on a regular ongoing basis and the parent’s staff
must be capable of also seeing the patients served by that branch
in order for there to be considered adequate supervision.

Chairman TALENT. Is the concern fraud or something here? Is it
the quality of service or what?

Mr. DomMBI. We have asked the question how do you assess the
appropriateness of supervision and oversight if the branch is 10
miles away and frankly, we have not yet received an answer to
that question because we think the answer should be the same an-
swer that is applied when it is an hour away or two hours away
or three hours away.

So we do not know the rationale. We suspect that the rationale
is more that branch offices traditionally with HCFA were actually
unknown entities. They did not have a formal reporting mechanism
for branch offices, so they did not have a formal oversight mecha-
nism for branch offices, either.

Chairman TALENT. Do you want to comment on that?

Ms. Buto. Yes. Actually, the chairman was right. I think the
concern about branch offices did grow out of a concern about a vari-
ety of things coming together. One of them was whether the
branches really were providing bona fide home health services
under the conditions of participation. And then you get into issues
is it such as, just an office and you have unsupervised staff; is this
really a home health agency? Is it really tied to an entity?

This set of requirements came out of that concern and some of
them were looked at by the Inspector General’s office and other
oversight agencies that pointed out this concern.
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So Mr. Dombi is right that this is something where the regional
offices have some discretion and that we are, I am told, working
with the industry to try to come up with more uniform standards
that can be applied. There is an underlying issue of whether the
branch itself, in fact, is a real part of the home health agency or
whether it is an unsupervised office that really would not meet
Medicare conditions of participation for quality and supervision. So
that is really where it comes from.

Chairman TALENT. One of the reasons I ask about this is because
it seems to me one area of some relief here is to be pretty ruthless
in eliminating requirements that raise costs and do not have any
relationship to quality.

In other words, in a field where the problems are so severe and
the money constraints are so great, every dollar that we waste with
some stupid regulation that says a branch office can only be an
hour away, it cannot be one hour and five minutes away, is really
almost criminal because we do not have the dollars to waste.

I am not saying he is right. One of my complaints about HCFA
over the years has been almost a nonchalance regarding how much
money may be wasted in filling out a form or some regulation that
does not accomplish anything and I wonder if you share that sense
of urgency at all.

Ms. Buto. Oh, absolutely. And I think definitely the point about
the right balance and allowing branch offices because they are
needed for access purposes is a good point and I think we have to
figure out how to do that in a way that everybody is confident that,
in fact, this is a home health agency or a branch of a home health
agency and I believe that it is possible to do that without having
unwarranted requirements that simply waste money.

If T could just comment on one other thing that Mr. Dombi said.
I know that the numbers show that a number of home health agen-
cies have closed or consolidated, and we frankly do not know how
many of them have consolidated versus really closed.

We and the inspector general’s office and the GAO have all
looked at and we have also been in touch with our state health in-
surance counselors, who, like ombudspersons, who take complaints
from beneficiaries about access to home care and we are not finding
that has been a major problem.

In many of the areas where these agencies have closed and there
has really been a relative handful of states, those states tend to be
the states where we had a doubling or so of agencies within the
last few years and they are the ones where disproportionately we
are seeing a reduction. But I just wanted to address the issue of
the closures because many of them are consolidations.

Chairman TALENT. Well, let me go into that and get this on the
record with you because ever since the Congress passed the act of
97, 1T have been myself besieged with home health care providers
and I am sure everybody in this Committee has had the same expe-
rience and these are people who we know in the communities we
represent and know to be credible people. I mean they may be mis-
taken but they are not walking into my office and lying to me
about the situation. Anybody can be mistaken.

And over and over again, and I know every member of Congress
has had this experience, and I guess what I am trying to say to
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you is that is so inconsistent with the response that really there
is not a problem, which is kind of what you just said.

Now I appreciate your candor and I do not want to jump down
your throat for it. In fact, it is almost a relief to me that—it would
be a relief to me to believe that the agency believes there is no
problem. I would rather believe that than that you know that there
is a problem and you just do not care about it. Do you know what
I mean? At least we should be able to establish whether there is
a problem or not but I have just been told over—obviously, it is an-
ecdotal; my office does not have the capability of conducting an em-
pirical survey or anything—that, in fact, they are closing down;
they are not able to provide the same level of service. People have
to be suffering out there.

Is there anybody here who has not had that experience?

Ms. Burto. I did not want you to think I was saying there was
not a problem for home health agency providers. I think the in-
terim payment system has been a problem for many home health
agency providers and some of it has been because it is based on a
cost experience in the past.

So essentially what it did is it said let’s take your cost experience
that occurred several years ago and you may have grown in terms
of the number of visits you provide and so on. We are going to es-
sentially roll you back to that earlier period and set tight limits
based on what your experience was back then, on what your overall
cost was that will be recognized. There is no question that I think
that has had an impact.

What I was addressing was the beneficiary impact as we know
it and has been surveyed by GAO and others, but I do think and
we are quite anxious to move to the prospective payment system
where we believe by paying on an episode basis, the system will be
better for home health agencies, it will provide the greater flexi-
bility for them. They will not be under the same kinds of con-
straints and there will be more ability to move.

I was interested to hear Mr. Dombi say if we continue on the cur-
rent path, I guess I am wondering if he is not favoring going to the
prospective payment system because I actually thought he was.
But I do believe that the October 1 system will be better. It will
not be perfect. Some of the things we have done to really scale back
on recovery of overpayments are designed to help home health
agencies so they do not face drastic reductions. So I did not want
to leave you with that impression.

Chairman TALENT. It seems to me logical that there will be a
tendency on the part of the facilities to want to overuse services
and then make some money back through discounts from the pro-
viders, particularly since they are complaining that they are not
being compensated enough. Do you think that that is going to be
a problem?

Ms. BuTo. The home health agencies, you mean

Chairman TALENT. As I understand the PPS and somebody cor-
rect me if I am wrong, you are going to be billing through the
skilled nursing facilities. Is that correct?

Ms. BuTo. Oh, you are talking about the consolidated billing.

Chairman TALENT. Yes.

Mr. DomBI. That does not apply to home health services.
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Chairman TALENT. Okay. It applies to the other ancillary serv-
ices.

Ms. Buro. Yes. It would be things like x-rays, as the gentleman
was saying, would be billed through the skilled nursing facility and
as he said, it has already been billed that way for the prospective
payment for skilled nursing facility.

Chairman TALENT. Are you concerned about the phenomenon
they are talking about the skilled nursing facilities, in effect, driv-
ing—using it as an extra revenue producer for them? In other
words, they will overuse services, try to create discounts with the
ancillary providers and then they get to keep what is left. So, in
effect, we achieve the opposite of what we want. We get services
overused and we also have the pressure on the small businesses.

Ms. Buto. Well, of course, first of all, we have not put this sys-
tem in place because it is one of the more difficult—it involves both
skilled nursing facilities and all these other providers having to—
we have to have a way to collect those claims and actually validate
them.

We are hearing a lot of this kind of concern. I just want to tell
you on the other side, and we do not know exactly what is going
to happen, but both we and the oversight agencies have this among
the things we will be monitoring the most closely to see what actu-
ally is going to happen.

But the concern on the other side, that led to the enactment of
the consolidated billing provisions, was that we were getting billed
without much oversight by the nursing facility which had the pa-
tient by a number of different suppliers—physical therapy, DME,
x-ray, et cetera, suppliers providing things like supplies that are
used in their nursing home.

In addition to Medicare, there often was a Medicaid payment in-
volved because many of these individuals get both nursing home
coverage through Medicaid and Medicare.

What was found in a variety of different surveys by oversight
agencies and our auditors was duplicate payment, payment that
was very hard to trace to medical necessity, and I think the general
recommendation that came out of those studies was we need an ac-
countable entity here that looks at what is being provided to that
patient and it ought to be the facility.

So I understand what the gentleman is saying about the poten-
tial that the facility will try to get discounts and so on. We under-
stand that. I think we are going to be concerned about access to
these critical services if that really seems to be a problem.

On the other hand, HCFA, as you know, is constantly barraged
with criticism for setting prices. We do not know what prices are,
we cannot predict what the marketplace is going to do, and that
is why we are moving to these kinds of systems where we give
more of that flexibility to providers to make those trade-offs and
try to really strike the best bargain for their patients.

Chairman TALENT. What about Mr. Goldhecht’s idea of like a
voucher where the facility would still have to approve—that is how
I would understand it.

Mr. GOLDHECHT. Correct.

Chairman TALENT. They would approve your billing but they
would be paid directly.
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Ms. BuTro. And again they would be paid on a fee schedule, as
I understand it, that we set.

Again I think we would have to go back to one of the underlying
premises of the PPS, which is did we want to give the facilities
more of that control or do we want to continue setting the price
and sort of guaranteeing a price to every supplier?

HCFA is behind and supports the idea of turning that decision-
making over to the facility, but we are obviously going to worry
about access issues. That is where we are, and no one has raised
the voucher issue before to us and we would certainly be glad to
take it under consideration as we think about possible changes in
the system, but that is a new idea.

Chairman TALENT. Let me raise two more issues before I recog-
nize the gentlelady from New York and they are related. Parts of
the testimony today just seem to me to be again so inherently plau-
sible and I want to get your response to it.

One of them is the concern about ending reimbursement for the
cost of transportation or travel really for an EKG service that we
have heard about today. So now we are in a situation where—I
guess this is Mr. Goldhecht’s testimony—the current reimburse-
ment for the EKG technical component is $16.49 and that is what
you get regardless of how far you have to travel to give this EKG.

Mr. GOLDHECHT. Right.

Chairman TALENT. So it just seems to me that obviously the cost
for small businesses are going to be greater if you have to travel
two hours to administer the EKG than if you can do it in five min-
utes. And if the reimbursement schedule or system does not recog-
nize that, it is flat out obvious that you are going to be under-
paying for certain kinds of EKGs.

Why isn’t Mr. Dombi right in saying the same thing about the
need for a rural differential for home health? If you calculate on
an average, you are obviously going to be underpaying people who
have greater costs to provide the service.

Now, what is HCFA thinking, that they will just cost-shift or
something or that the average is high enough that they can share
it? And then the problem with that is if you are a rural provider,
you do not have any lower cost services. You are traveling to every-
body you are serving.

Ms. BuTto. The issue that you are raising and that——

Chairman TALENT. Ms. McCarthy just wrote two words here: gas
prices, which is something that we are all thinking about now and
you might want to talk about that, also.

Ms. Buro. Well, let me directly address that. Medicare does not
routinely pay for the cost of transportation and whether we should
or not, and I think this Committee would say we should—for in-
stance, if a rural physician as to travel, we do not pay his gas costs.
A rural nurse-practitioner, et cetera. We do not do that as a rule.

The issue of whether we should I think is a legitimate question.
It would require a change in the law and not just for home health,
but for a variety of other areas of the Medicare program. I think
you can argue that this would be true for a whole variety of pro-
viders and suppliers who must travel distances to get to individ-
uals.
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On the issue of the EKG transportation fee, we originally estab-
lished that to recognize basically the van costs and the need to
transport large equipment, as we do for portable x-ray, to remote
locations or to other sites.

In the time since we established that fee, EKGs have become a
lot more portable. I had a life insurance examination recently and
the technician brought over the EKG and the blood work tools and
so on in a briefcase.

Recognizing the issue of mileage, which you are raising, the
original point of that transportation fee was to recognize the fact
that large equipment or delicate equipment needed to be trans-
ported by van, and that is how we established the rate.

And the other thing that has happened since then is that be-
cause an EKG is more portable, nursing facilities and other pro-
viders now have more of this equipment on hand than they did
when the rate was originally established.

So that is the rationale. I understand your point about gas and
transportation and mileage, but that is really not the way that fee
was established.

Chairman TALENT. Mr. Evans wants to say something.

Mr. Evans. I would like to make a comment on Miss Buto’s infor-
mation she gave you.

While technology has shrunk and made things lighter and more
portable, the costs have also gone up. I am sure that before you got
these new timers, the old timers were probably big and bulky and
a lot different than what you have now.

My concern is that not only has the cost gone up for the tech-
nology; you still have to transport that in some way. You still have
to transport that piece of equipment some way. It is more cost-ef-
fective for us to put all of our equipment into one unit and have
it go from site to site in one unit. However, in our case, if we have
an EKG 20 miles to the north and an x-ray 30 miles to the east,
we actually take that equipment out of that, put it in one of the
smaller vehicles and let a technologist go do this other exam.

So I guess my point is we try to be very, very cost-effective and
watch the dollars that Medicare is giving us. I used to own a home
health agency and went through some of the problems Mr. Dombi
was speaking of. It seems to me, and this is my own viewpoint,
that the people that are still in business today, they went back, as
Miss Buto talked about, going back and looking at the numbers of
what happened years ago, not based on whether gas prices rise or
your business grows or whatever. It seems to me that the only
home health agencies that are still in business are the ones that
raised the prices, that had high costs back years ago.

My concern is overall that we stop looking at this through rose-
colored glasses and actually look at what is happening in rural
America and make the changes based on what is happening in
rural America.

Mr. GOLDHECHT. Mr. Chairman, I just want to clarify something
Ms. Buto had said. She had mentioned that the equipment got
lighter and easier, more compact and that nursing facilities might
get it. Well, I can tell you first-hand that I do not know any nurs-
ing facilities that own EKG equipment. Most of the larger chains
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have gone bankrupt and they are not looking to make any capital
purchases.

That being said, the volume, the sheer volume of a typical skilled
nursing facility does not warrant them buying a piece of equipment
that they might use three times a month. That is why they have
a service like us. And whether the equipment has gotten lighter,
less expensive to purchase, the cost of transport is the cost of
transport. That has always been the case.

I have been in business for 15 years. I can tell you that the dif-
ference between what I paid for an EKG machine 15 years ago and
what I pay today is negligible. That is not going to keep me in busi-
ness or put me out of business. The cost that it takes me to send
somebody down the road five miles, 50 miles, 75 miles, that is what
is killing my business.

Chairman TALENT. Because they are not administering EKGs
when they are driving a van or a truck or something.

Mr. GOLDHECHT. Right.

Chairman TALENT. Is there a private pay segment of the market?
And if so, what do they pay?

Mr. GOLDHECHT. I am happy you asked that question. What is
the problem with our industry is that specifically portable x-rays,
we have been designed for the skilled nursing facility. You and I
can go to a radiologist’s office, a hospital, and get an x-ray. It is
much cheaper that way. But the skilled nursing facilities cannot
send their patients out. It is much more costly.

So any act that Medicare changes the reimbursement or takes
away reimbursement affects 100 percent of our business. We do
not, unlike laboratories or ambulance companies that do work for
hospitals, do work for private physician’s offices, they can offset
some of that cost. We do not have that.

Chairman TALENT. So there is no private pay. There is not any-
body paying privately for EKGs.

Mr. GOLDHECHT. Right.

Mr. EvaNs. Excuse me just a minute. If you do not mind, Nor-
man, I am going to interject here.

In my case, yes, I do have some private payers that we work
with for EKGs.

Chairman TALENT. What do they pay for a comparable——

Mr. Evans. Depending on the client, as we negotiated our con-
tracts, $100 to $175. However, and I want this to be part of the
record because I think this is very important, we are 85 to 90 per-
cent dependent on Medicare.

Chairman TALENT. Sure.

Mr. EvANs. I do not have that many private patients.

Chairman TALENT. What I am getting at is Medicare is paying
$16 and a private pay is paying $100 to $175.

Mr. EVANS. Correct. And just to be accurate here, the transpor-
tation was bundled into that $16 rate.

Chairman TALENT. Isn’t that a suggestion that maybe we are
undercompensating, Ms. Buto? If the private sector, which—as I
understand, you had a problem with fixing prices. I always restrain
myself. I tend to get mad at HCFA and then I say, you know, in
the first place, a lot of it is Congress, not HCFA. And in the second
place, it is very difficult to plan prices and all the rest of it for a
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segment of an economy. I mean planned economies tried it for
years and it was very difficult, so you have a very difficult job.

I mean to the extent there is a private pay market and they are
willing to pay $100 to $175 for what you are paying $16 for, it sug-
gests to me that you are below the competitive rate.

Ms. Buro. Maybe, but I would like to know where that comes
from and how widespread it is and the reason is that we have not
really had any complaints, from skilled nursing facilities, who use
these portable x-ray providers, that they cannot get them at this
rate.

Again, it is a tough thing for us to get into if, in fact, the service
is willing to be provided at the rate and I think what I hear people
saying is maybe they can provide it at this rate, but they are con-
cerned that deeper discounts will be required if we go to this bun-
dling, consolidated billing approach, that will further erode what
they are getting.

I would like to see the information from the private payers. It
may be something we need to look at.

Chairman TALENT. I recognize the gentlelady from New York. I
appreciate the Committee’s patience.

Ms. VELAZQUEZ. Thank you, Mr. Chairman.

Ms. Buto, I am concerned about the statement that was made by
Mr. Dombi. He made reference to the fact that your agency does
not respect the differential in terms of rural and urban areas and
that you failed to put in place a rural differential in terms of reim-
bursement. What is your comment regarding that?

Ms. BuTto. This prospective payment system and the interim pay-
ment system are very, very driven by the way the statute is writ-
ten. If there was a rural differential in the statute—and I do not
know; maybe during the discussions on the legislation, that was
discussed—if there was one in it, it would be there.

There are other areas where, for instance, physician payment,
there is a rural bonus that is provided to physicians in rural areas
and undeserved areas. There are very specific areas.

The other thing he mentioned, which is being able to reclassify
your wage index so that you get higher payment, in hospitals, rural
hospitals can reclassify to an urban area, get a higher wage index
and get higher payment that way. That is not available—he is
right—to home health agencies.

Again, that is something that is driven by the statute and statu-
tory changes could be made along those lines, but they have not
been considered before, that I know of. Maybe they were and I just
was not aware of it.

And, again, it is the kind of issue, just like the gasoline issue,
that I think affects more than just home health, affects more than
just portable x-ray. It is an issue that would need to be looked at
for rural providers more generally.

Ms. VELAZQUEZ. Yes?

Mr. DomBI. If I might respond to that. In fact, the Congress did
look at the issue and specifically in the prospective payment statu-
tory language said that the Health Care Financing Administration
or the Secretary of HHS, in designing a prospective payment sys-
tem, has the authority to reflect geographic variations between
home health agencies.
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The system that has existed up until now for home health agen-
cies has been a per-visit cost reimbursement system with cost lim-
its. Since 1979, the first year of those cost limits, the Health Care
Financing Administration has had a difference between a rural cost
limit and an MSA, a metropolitan statistical area cost limit, and
there is no specific language in the statute that mandated that.

So they have both regulatory power from preexisting practices
and statutory authorization to do so and we have, in the discus-
sions and in the formal comments we have given to HCFA relative
to the prospective payment system, have said that they should con-
sider a distinction between the rural and the nonrural home health
agencies.

I would like to go on the record for one thing just for Ms. Buto’s
sake. We still do support moving to a prospective payment system
away from the interim payment system but the difference is minor.
It is a difference of the degrees of temperature in hell because the
interim payment system is home care hell for our constituents and
the prospective payment system promises to offer a solution for
some of the providers of services but I do not believe that the solu-
tion is there for the rural small home health agency.

Everywhere I go—in fact, yesterday I was in Idaho and the ques-
tion that was raised to me when I was explaining the prospective
payment proposed system was, “How will it affect we in the rural
areas?” And my answer was, “You would have no different system
than you have anywhere else.”

One last remark in case I do not have any other opportunity. My
understanding is Ms. Buto is leaving the Health Care Financing
Administration and I would like to take a little bit of leave here
and give her my thanks for all the work she has done with the
Health Care Financing Administration.

We have had our differences of opinion over the 18 years I think
that you have been there but I have always found her to be recep-
tive, professional and certainly rational in her positions. So I would
like to thank her for that and wish her successor well.

Ms. Buro. Thank you.

Ms. VELAZQUEZ. You wanted to say something more?

Ms. Buto. No, I was just going to say that I misunderstood what
he was saying. And he is right about the interim payment system.
And he is right about the issue of the cost limits in the past. I
thought he was talking about the interim payment system, where
there the structure was a regional per-beneficiary limit. It was very
structured and we may have had some flexibility there. I thought
we followed the statute pretty closely in order to get it done in just
a few months. It had to be done in about four months.

So he is right that in terms of the comments we have gotten on
the new system, we are looking at issues like this.

Ms. VELAZQUEZ. Ms. Buto, why does Medicare reimburse rural
areas at a lower rate than urban?

Ms. Buto. Well, a lot of what Medicare is doing now and even
some of the new systems are based on historical costs and on
wages. The fact that it is harder to actually go out and attract pro-
fessionals to an area does not really get factored into that so much.

So what we look at when we do these surveys of wages is wages
paid, and wages have been in many respects lower across the
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board, although there are definitely exceptions, in health care in
rural areas versus urban areas. So that is what you are seeing.

What Medicare, and the Congress has actually done a lot of this
over the years, is to try to look at evening that out. In some re-
spects, the Medicare Plus Choice Program, the HMO program that
we have in Medicare, looked to raise the payments in rural areas
well above what we were paying our regular fee-for-service pro-
viders to try to attract HMOs to serve those areas. It has not, un-
fortunately, succeeded the way I think people had hoped it would.

In the physician payment area, the geographic adjustment factor
where you adjust the geographic costs actually is not a total ad-
juster, and that was done, again, to give more money to rural
areas.

So if you look at various ways in which Medicare pays for serv-
ices, there are many instances where special provisions were at-
tempted to be made for rural areas—the bonus payments for physi-
cians, et cetera.

I think fundamentally what I guess I have concluded over the
time I have been there and, as Bill said, I have been there quite
a long time, is it is very hard just to get changes in the number
of providers who are willing to serve areas based on reimburse-
ment. It helps, but it does not seem to be the whole solution and
I know that people are really struggling with how can we get tele-
medicine services and other things into the system so they will
broaden the access?

Ms. VELAZQUEZ. One area that we care about on this Committee
is regulations. Can you explain to us what has your agency done
to monitor how regulations from the Balanced Budget Act of 1997
have affected the small rural health care providers?

Ms. Buto. We have done and we hope to issue soon an analysis
of some of our findings. We have done fairly extensive both anec-
dotal gathering up of information from our regional offices.

We basically said to them, look, we cannot wait for data. That
takes too long. We need to hear the stories that you are hearing
out there of what is happening to providers. We have gathered that
information together.

We have actually looked at things like Bureau of Labor Statistics
has information on a monthly basis on hours worked in various in-
dustries and we have looked at that and home health and SNF and
so on, to see whether it appears there is any change. Whether you
can directly attribute it or not, we wanted to know if there were
changes in the way services are being delivered.

We have now a capacity to look at cash or payments that are
being made on a daily basis to providers through our contractors
and we actually set that up during the Y2K exercise so that we
could monitor what was actually happening in case there was a
breakdown somewhere.

So we are trying in a number of ways to look at current indica-
tors of what the impacts are by area, including rural areas. Rural
areas are probably at the top of our list of vulnerable areas, as well
as inner city areas. That is one of the areas we are concerned about
and one of the reasons why we really supported, in the BBRA, a
number of the changes that would allow rural providers to have ei-
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ther better reimbursement or a less drastic change in their reim-
bursement in some cases.

So it is an area, as I said in my testimony, where we want to
continue to focus. We have two senior people at HCFA, executives,
Tom Hoyer in the central office of HCFA and Linda Ruiz in the Se-
attle Regional Office, who are contacts, our rural outreach execu-
tives, who we tasked with meeting both with rural providers and
also gathering the data and analyzing it for us across the board so
we can see what is happening.

Thank you. Thank you, Mr. Chairman.

Mr. BARTLETT [presiding]. Thank you.

We will now turn to Ms. Christian-Christensen.

Ms. CHRISTIAN-CHRISTENSEN. Thank you, Mr. Chairman.

I want to thank the witnesses for being here this morning and
particularly for the recommendations that you have offered so far
as to how to address this issue.

Having been a family physician in the Virgin Islands, I feel like
I have been beat up by HCFA almost all my life. I am particularly
interested in the testimony and the responses to the questions that
have been made so far.

We closed our home health care agency, as you said. I have
looked at hospice when I was a practicing physician and because
of issues like the kind of staffing that was required—you cannot be
temporary—we do not have a hospice. Our skilled nursing facility
is struggling, struggling. And I am not even sure where to begin.

Let me ask, I think I heard Mr. Dombi say that all of the flexi-
bility that was available to HCFA was not being utilized. Do you
feel that even though the Balanced Budget Act has put a lot of re-
strictions and caused you to have to implement new policies sup-
posedly to reduce fraud, do you think that HCFA, Ms. Buto, has
exercised all of the possible flexibility with regard to rural and
small businesses?

Ms. BuTo. We have tried, and I am sure people here will tell you
that we have not gone far enough. I think certainly in the home
health prospective payment system, we are really trying to make
sure that what we are doing here is making sure that beneficiaries
can get access to good quality services and we want to be able to
pay agencies more for more complex cases and to give them more
flexibility to serve those individuals.

We got a lot of comments on the rule, the regulation that we pro-
posed. They were good comments. We have made a number of
changes to accommodate concerns that were raised. So we are hop-
ing—that regulation is very much on schedule—that home health
agencies will look at it and say you have made some appropriate
changes to accommodate our situation. I am hoping that that will
be the case and that that will be the case for rural and small home
health agencies.

Ms. CHRISTIAN-CHRISTENSEN. The interim payment system is
probably the issue that my home health agency talks to me most
about and what you are doing is delaying—well, the interest is for-
given for the first year. You are delaying the payments. But I just
have the sense that it is still going to be an inordinate burden on
the home health care agencies and don’t you think we ought to for-
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g}ilve those—wouldn’t that be a better remedy? I realize that for
those—

Ms. BuTo. There is no question that it would be a better remedy
for those agencies. I cannot give you a definite answer on that be-
cause the federal debt collection rules require us to collect those
overpayments and I am one of those people who has to sign off and
am liable if I do not——

Ms. CHRISTIAN-CHRISTENSEN. When I was a physician I was al-
ways told it is not the carrier, it is not HCFA, it is the Congress
that is doing this.

Ms. Buro. These are federal debt collection rules. I am not say-
ing that this is entirely the Congress. These are rules that we have
to live with, as federal agencies.

Ms. CHRISTIAN-CHRISTENSEN. Would you like to——

Mr. DomBI. Yes. Within the Federal Debt Collections Act is au-
thority for the Health Care Financing Administration to com-
promise any debt that is owed back to the Medicare program and
they have institutionally chosen not to apply that authority to the
interim payment system debts, which would seem to be the first
type of debt that you would, because these are cost- reimbursed
providers that delivered care to patients who happen to have needs
that exceeded the level of limits that were imposed through the
Balanced Budget Act.

So the compromise authority is there and we would gladly take
any assistance that we could get from this Committee to convince
the Health Care Financing Administration to use the authority it
has to compromise rather than to close a home health agency. The
option that they are offering right now, is pay back money when
you have no money coming to you because you are still cost-reim-
bursed, or close.

And we have seen the actions in bankruptcy courts, as well,
where the Health Care Financing Administration’s position is close
rather than compromise. We have had bankruptcy courts offer to
the Health Care Financing Administration the opportunity to take
$1 million on a $1.5 debt and the Health Care Financing Adminis-
tration said, “No, close them down.”

Ms. CHRISTIAN-CHRISTENSEN. So there is an administrative rem-
edy that you can pursue.

We did attempt; I think we will try again and we would be will-
ing to work with others to do that.

I guess this question again is for Ms. Buto. The Balanced Budget
Act of 1997 attempted to reduce Medicare reimbursement rates in
an effort to save money for Medicare. Has HCFA performed any
studies or are any studies planned that will assess the savings or
costs to Medicare by the new PPS?

Ms. Buro. The upcoming PPS or you mean what has already
been saved as a result of the changes in the BBA?

Ms. CHRISTIAN-CHRISTENSEN. The one that is in place.

Ms. BuTro. The interim payment system. Oh, yes. I think the
most recent public document that is probably worth this Committee
taking a look at is the summary from the Trustee’s report of the
Medicare Trust Fund, which actually looks at what is happening.

You know, the short-term solvency has been extended to 2025
largely due to changes that have arisen as a result of the Balanced



27

Budget Act, which is, of course, one of the intended consequences,
but I think one of the issues that was a surprise to us and is cer-
tainly a surprise to providers is that Medicare actually spent less
in 1999 than it did in 1998 for the first time in its history. That
was unexpected. Again, a lot of that is associated with, if not en-
tirely due to, changes that were made in the statute for Medicare
payments.

Home health is one area where the most dramatic change oc-
curred, if you look at it, but our actuaries say that spending in a
lot of sectors, including hospitals, was less than expected and we
also saw—we did not see changes we have seen over time, like an
increase in the case mix or the complexity of cases that are billed
to us in hospitals. We did not see any increase. So the actuaries,
in consultation with other experts, attribute that to the effort of a
lot of the oversight agencies, like the GAO and the OIG, efforts to
look at fraud and abuse.

Ms. CHRISTIAN-CHRISTENSEN. Are you looking at also, Miss Buto,
at ways to address the staffing issue for hospices? Is HCFA looking
at ways to address that? Because in a rural area where you have
maybe a physical therapist at a hospital that could provide the
service at a hospice and you are not allowed to use it, there is just
no way to provide the hospice service. Are you looking at ways to
address that, also?

Ms. BuTto. You know, the hospice program is one area where I
think we are willing to look at a variety of issues around both the
structure of it and I think some issues were raised around the
wage index, as well. We are willing to look at that.

The most important thing that I think will be helpful in this
evaluation is that Congress required hospices to begin submitting
cost reports last year. I know that costs have gone up in a variety
of areas, like drugs, for instance, pharmaceuticals, we just do not
have the data to show what those costs have been.

We will now have, probably at the end of this year, or the begin-
ning of next year, enough data to begin to look at what the actual
costs are, and that will help us in any reevaluation of hospice.

Ms. CHRISTIAN-CHRISTENSEN. I yield back my time, Mr. Chair-
man.

Mr. BARTLETT. Thank you very much.

Mrs. McCarthy.

Mrs. MCCARTHY. Thank you.

I sit here with fascination because here we are on the Small
Business and you have a doctor and a nurse, a nurse that actually
has done a lot of home care over her career. But I understand also
the issues of the rural areas very, very strongly and the hospice
and everything else, I can only relate to when I did private duty
nursing and how hard, and I live in a suburban area, how hard—
we had a hard time staffing a patient. I mean it was really quite
difficult. We had a bunch of friends work together and we went in
as a team. So dealing with that issue, just on the rural area, I do
not know how you do it.

Obviously we in Congress all had good intentions on the Bal-
anced Budget Amendment, and we did, but it is a mess. When we
talk about rural areas, I talk about suburban areas, I talk about
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my hospitals, my home health care agencies that I have worked for,
somehow this has to be addressed.

And I know what we did, putting rules and regulations down to
you, has been really a mess but my concern is even though we are
trying to work together and you are certainly implementing and
work with the small businesses to try to clarify a number of things,
knowing how government works, it takes too long and that is my
concern because the bottom line, as we sit here and discuss this,
is the patient. That is the bottom line and it is going to be the pa-
tients that are suffering.

I think as we try to address this. Hopefully we can do that, espe-
cially for small businesses. I find the majority of small businesses
that have been in the health care system are good people and they
are there to take care of those. But my concern is, especially the
traveling that has to be done in the rural areas, we did not take
that into account. Unfortunately, Congress does not think of an
awful lot of things when we write those, even though we try to
reach out to as many people, but I do not think anybody thought
it would be the disaster it has become. And I am hoping that we,
as a Small Business Committee, will be able to work with those
committees to make this the right thing.

Health care is, in my opinion, in an uproar right now, on every
level, on every single level. An awful lot of us have been trying to
come up with answers but unfortunately, there is not an answer
for everybody.

What I am hoping out of this Committee hearing is that we will
be able to facilitate the movement a little bit faster so businesses
do not go out of business. I sit here and I listen to every single one
of your testimonies and I have probably been in the situation
where even I was in a nursing home at one time and we had to
bring in an outside x-ray.

Now, of course, they did not have to travel that far but I think
what people do not understand is how important it is not to trans-
port the patient to a hospital, not to take that elderly patient out
of a nursing home setting, to be able to have it there in the sur-
roundings.

And I do not think any of the things that we have done—maybe
they did not work with nurses; I do not know. We probably could
have given you an earful on every single level. But we have to
come up with solutions. We have to save our small businesses. We
have to make sure there is no fraud and abuse. We all agree with
that. But who suffers in the end? Our business people and our pa-
tients.

And with that, I yield back the balance of my time.

Mr. BARTLETT. Thank you very much.

I have a question, I guess for Mr. Dombi first and then anyone
else who would like to comment. At some point as we raise the cost
of doing business for our small businesses that provide health care,
at some point they are going to fail. And if you are talking about
home health care, if they cannot get care at home, then they are
going to move into a hospital where care is very much more expen-
sive. Is this happening?

Mr. DoMBI. At a recent hearing, I believe of the House Budget
Committee, testimony was presented by hospital administrators in-
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dicating that they are seeing an increase in the number of patients
that normally would have been in home health care and extended
lengths of stay.

Now traditionally, the Health Care Financing Administration
tries to monitor these things but they are four or five, maybe 10
years behind statistically, so they may not see that. But certainly
those are the reports.

The other thing which we find quite fascinating is I believe for
the first time in the history of the Medicare program, the expendi-
tures under the skilled nursing facility benefit now exceed the ex-
penditures for the home health benefit.

And I believe we have a public policy in this country to deinstitu-
tionalize people and keep them integrated into the community and
when you see a rise in nursing home expenditures, it explains
somewhat maybe some lengths of stays in hospitals but it also ex-
plains the effect on home care beneficiaries.

This year it is projected that there will be three-quarters of a
million less users of Medicare home health services than in 1997
and those patients have to go somewhere because they are the
most expensive patients. That is why they are having access prob-
lems.

I was pleased to hear Ms. Buto say that they have not found in
their studies any major problems in access because I believe just
last year the Health Care Financing Administration was saying
they have not found any problems at all, so at least we have made
it into the problem category to some extent. But I know the Inspec-
tor General’s office is concerned about access issues. I know that
the General Accounting Office is. I know MedPAC is concerned
about it. And I know that Ms. Buto and Tom Hoyer and others are
also very concerned about access problems because they are grow-
ing, rather than shrinking.

Mr. BARTLETT. Ms. Buto, who has the responsibility of moni-
toring home health care reimbursement and the effect that that
has on these providers closing and therefore moving patients into
other facilities which are very much more costly—which would
therefore defeat the very thing we started out to accomplish, and
that was to reduce health care costs?

Ms. Buto. I do not actually buy the notion that they are moving
from home health into skilled nursing facilities. Again we are, and
I would be interested to see if Mr. Dombi has information on this
but

Mr. BARTLETT. Are they just dying at home, then? Because if
they are not getting the care at home, they are going to go some-
where for care or they will just die at home.

Ms. Buto. I guess what I was trying to say earlier is that many
of them are still getting care at home. One of the changes in the
Balanced Budget Act was that venipuncture alone, the need to
have a blood draw, is not now, under the law, and probably really
should not have been, a reason for getting home health care with
all the aide services and so on.

A number of people were affected by that change in the law and
there is no question about that. However, we did make sure that
they could get lab services provided to them to have blood draws.
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But as to the issue of who is responsible, it is our responsibility.
We need to know whether there is an impact on beneficiaries, who
are the number one reason why we are here, of any reimbursement
change, and that is the reason why I was describing earlier that
we have the regional offices both looking at anecdotes, where they
think there is a problem, or an individual case or they think some
agency might be affected adversely, and reporting those to us and
in addition, looking at other indicators that could tell us what is
happening out there as a result of the reimbursement changes.

We have invited the National Rural Health Association and they
have agreed to help us survey rural providers on a systematic basis
to get information they have in rural communities about the im-
pacts of the Balanced Budget Act and NRHA has agreed to work
with us on that. They are also helping us develop information for
beneficiaries in rural areas, so that we can find out from bene-
ficiaries if they are having problems.

So it is our responsibility. There is no question about it. Other
agencies, and the industry itself, also pay very close attention and
gather information and collect surveys, but it is principally our re-
sponsibility to make sure that beneficiaries get access to care.

Mr. BARTLETT. We have had testimony from several witnesses in-
dicating that they are now providing services at less than cost, that
they do not have the ability to cost-shift because they do not have
enough private pay patients to cost-shift, and they are telling us
that they cannot continue this forever, that if they do not get some
relief, they are going to have to shut down.

Now if they shut down, then the patients that were getting care
at home are going to be moved into a more costly facility. You are
saying that that is now not happening.

Ms. BuTto. I am saying I do not know if it is happening.

Mr. BARTLETT. But they are telling us that it is imminent that
it is going to happen. Can this problem be solved through the agen-
cy or does this require a congressional action to solve this problem?

Ms. Buto. I guess what I would like to say is that the new home
health—and I think you are talking about home health agencies
here—I believe will be a major improvement over the situation that
they are now operating under. Again it may not be perfect; Con-
gress may want to look at making additional changes.

There also is something looming. I think the additional 15 per-
cent reduction that is in the statute, that was postponed until Jan-
uary, I believe. Obviously we are looking at that and I am sure you
are looking at it, too, to see whether that is going to create more
difficulty for home health agencies. But we ought to take a look
and see what the reaction of your constituents is to the new sys-
tem, which we think will be an improvement and will make their
lives easier.

Again, if it is not enough, we may want to both consider more
changes.

Mr. BARTLETT. Mr. Evans.

Mr. EvANs. I just wanted to make one comment that I think is
a common thread, whether you are talking about home health,
portable x-ray or hospice. With all the changes that are coming
down the pike and the changes that you do not know when they
are going to be enacted or you think they are going to be enacted
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or you plan for them to be enacted, there is no way to plan. There
is no way to run your business and to plan.

We have five vehicles that need to be replaced. They have an av-
erage of 204,000 miles on them. The highest mileage one has
350,000; the lowest has 95,000 on it. We cannot plan. We cannot
plan to change equipment because we do not know what the next—
we know what is planned from HCFA, for instance, consolidated
billing they are saying now is January 1 of 2001.

Will it happen? We do not know. It was supposed to happen Jan-
uary 1 of 2000. The common thread is you cannot plan.

And one other comment I wanted to make as far as where these
patients are going, I think you hit the nail on the head. They are
going to the hospitals. And the problem is that when these hos-
pitals get them, because of PPS and how it affects the SNFs, not
necessarily the home health agency but the SNFs themselves,
these patients are not—the SNFs do not want them. The skilled
nursing facilities do not want a high chronic or acute diseased pa-
tient. They cannot afford to under this system.
| So you hit the nail on the head. It is a problem. It is a big prob-
em.

Mr. BARTLETT. My last comment and question has to do with a
systemic problem that has been bothering me. Apparently in health
care, we as a country have given up on what is the usual procedure
for improving quality and reducing costs, and that is competition.
In health care, rather than competition, we appear to be turning
to practices that we have applauded the failure of in other coun-
tries.

What we are trying to do, as I see it, in health care in containing
costs is simply to use a combination of rationing and payment at
below cost. I talk to a lot of people who run nursing homes and the
Medicaid payments are less than their costs. I talk to people in
hospitals. The Medicare payments are less than their cost and the
only way that they can stay in business is to cost-shift.

Now when they cost shift, I as a taxpayer am still ultimately
paying the bill and it is a false economy to believe that by cost-
shifting, we can reduce the cost of health care because providers
cannot remain in business being reimbursed at less than the cost
of doing business. They tried that for 75 years in the Soviet Union
and it did not work.

And I am wondering how we got off track and how we concluded
that we could not provide better health care at less cost with com-
petition and why we had to turn to the practices that have failed
other countries; that is, the practices of rationing and reimburse-
ment below cost. Where did we go wrong and how do we get back
on track?

Mr. EvANS. If T could make one comment, I also own a
cardiopulmonary stress test that we go into doctor’s offices and per-
form and just to add onto what you said, Mr. Bartlett, when we go
a physician’s office and a physician’s office is owned by a hospital,
that hospital does not want us around. They do not want, even if
it is cost-saving, they do not want us there.

It seems to me like everybody, and I do not care whether it is
HCFA or a hospital or whoever, everybody is very protective of
their own territory.
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I echo what you are saying. I agree with what you are saying.

Ms. Buto. Can I comment on that, as well? Medicare has had a
very hard time using competition. We were given authority in the
Balanced Budget Act to competitively bid durable medical equip-
ment services and we also were given authority to do—and these
are both demonstrations; they were not across the country—limited
demonstrations. The other was competitively bid our contribution
to an HMO, or HMOs in an area.

The HMO provision was set up in such a way that we had three
advisory committees advising us on the design and the method for
doing the competition. We took their advice. The advisory com-
mittee was chaired by an executive at GM and included people like
Mr. Reischaurer, former CBO director, and Chip Kahn, who used
to be Ways and Means staff director—a number of people who
know a lot about health care. That committee has now essentially
had its authority at least frozen for the moment by Congress for
a couple of years. We cannot start the demonstration because of
concerns coming from that local area.

The other demonstration was more successful. We were sued by
the industry and prevailed, ultimately, in the lawsuit. But we had
a full and open competition. We were able to meet with bene-
ficiaries. We continue to meet with beneficiaries. They are very sat-
isfied. And we were able to get a lower price but we had to actually
go through court to sustain the ability to do a pilot project to do
competition.

So, I think there is a legitimate concern on the part of people in
the health care community when Medicare does competition. We
are the 900-pound gorilla and I understand that. I think we have
to do it carefully, openly. It ought to be fully visible to the public.
But we have found it extremely hard because of local concerns and
concerns about what will happen to whole groups of providers if we
engage in competition.

But I agree with you. It is something we feel very strongly we
ought to be trying more of in Medicare.

Mr. BARTLETT. I appreciate that there are problems and you
identified those problems, but the very fact that we recognize that
it is very difficult to provide competition in health care, I think,
speaks to a fundamental problem of how did we get here when no-
where else in our society do we have problems providing a better
product or a better service with better efficiency and lower cost
through competition and we are now admitting that we cannot do
that in health care.

I am just wondering, where did we go stray and how do we get
back on track because I just have to believe the delivery of health
care has to be amenable to the same forces that operate every-
where else in our society, and that is that competition always does
two things. It makes the service or product better and it makes it
cheaper. And we have not found that true in health care and I just
think that rather than nibbling at the margins of the problem, we
need to get back and take a broad look at how we got to where we
are, which is not where we ought to be. We should not be rationing
and we are rationing. And we should not be forcing providers to
provide health care at less than cost because that simply results
in cost-shifting and there is zero economy in cost-shifting because
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we, as the taxpayers, end up paying the costs anyhow because we
are not going to have people sitting on the curb dying.

So I just hope that in our desire to fix the system that we now
have, which is clearly broken, that we spend some time in looking
at how we got here and what do we need to do to get back to where
we have true competition, where we will have improved quality
and lesser costs because that works everywhere else in our society.

And I just hate to see us trying to do in our country what failed
in the Soviet Union for 75 years, and that is a centrally controlled
system. It did not work there, it is not working here and it is not
going to work for the future.

So we would solicit your help in helping us to understand where
we went wrong, because I think that here, as in most cases when
we have problems in our society, they began where I am sitting,
not where you are sitting—where we went wrong so that we can
try to get back to where we ought to be.

Well, I want to thank you all very much for a very good hearing
and unless there are additional comments from the panel, we will
adjourn the Committee. Thank you very much.

[Whereupon, at 12:15 p.m., the Committee was adjourned.]
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Good morning, the Committee will come to order.

Today the Committee will be examining the fate of small
business health care providers three years after the landmark
Medicare reforms incorporated in the Balanced Budget Act of
1997. These reforms promised us an improved ability to reduce
waste, fraud and abuse in the Medicare system and to achieve
substantial savings. Certainly savings have appeared, and we
believe fraud and waste have been curbed but there are some
concerns that service for ,Médicare recipients is suffering as a

-result.
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Over the past two years many of us have read the newspaper
articles or seen the reports on television concerning the
bankruptcies of major nursing home chains and the financial
problems of HMOs that provide significant Medicare services.
Most recently, we saw CIGNA Healthcare abandon Medicare
services. The common reasons given revolved around the
reimbursement and fee schedules established by the Health Care

financing Administration after the 1997 BBA changes.

However, as significant and oftentimes disturbing as those
events were, a little noticed change was sweeping through the
health care industry and devastating the provision of care
available, particularly in rural areas. Small businesses involved in
the provision of ancillary services to nursing facilities, hospices
and home health patients were failing or reducing service in rural
areas at a record pace. Theses small businesses offered laboratory
services, physical therapy, occupational therapy, wound care,
intravenous therapy, portable electrocardiogram, x-ray, and

pharmacy services to rural areas.
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These providers offer a range of medical services that a
rural nursing facility would find impossibly expensive to
duplicate. Unfortunately, they are fast disappearing and it aﬁpears
that the reason may be the Medicare reforms enacted in 1997.
Since the enactment of BBA 97 a number of previously covered
ancillary services have been eliminated. In addition, many other
Medicare services have been effectively eliminated in rural areas
by the reduction or elimination of transportation reimbursement
rates. Ancillary service providers for Medicare patients at a rural
nursing facility now receive no reimbursement for travel to the
facility and are forced to either provide services at a loss, or

suspend service to rural facilities altogether.

At the same time, other provisions of BBA *97 are taking
their toll. The Prospective Payment System was instituted in 1998
to consolidate the billing of Medicare A services through nursing
facilities. Facilities are billed directly and then reimburse the
ancillary care providers. Unfortunately, this has resulted in some
facilities taking advantage of their position as “gatekeepers” to
extract discounts from small providers. In addition, many

facilities are increasingly slow in providing reimbursement.
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This situation creates an additional strain on the system -
ancillary providers faced with this situation refrain from providing
service. While this is in part good because it prevents unnecéssary
use, it also creates a scenario for misuse. Services previously
provided at bedside are now provided at hospitals, with the added
cost of ambulance transportation and the added stress to the
patient. We know these services are shifting to hospitals, only last
year Congress acted to increase reimbursement to rural hospitals in
recognition of that added strain. The question is, have we only

treated the symptom?

Today we will discuss these problems and hopefully begin a
dialogue to restore the small business sector of the health care
industry.

Our witnesses are:

Ms. Kathleen Buto, the Deputy Director of Health Plans and
Providers at the Health Care Financing Administration who will
discuss HCFA’s position;

Mr. Zach Evans - President of_MobiIe Medical Services in St.
Joseph, Missouri, who will :p‘rovide us with the view from

trenches;
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Ms. Kathy Woods, Executive Director of the Hospice Association
of America, who will discuss how these changes have affected the
palliative care services in the hospice industry; ‘

Mr. Norman Goldhecht, Vice President of Diagnostic Health
Systems in Queens, NY and Lakewood, NJ another ancillary
service provider and finally;

Mr. William Dombi, Vice President for Law at the National

Association for Home Care
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Thank you Chairman Talent.

Today we examine the need for access to healthcare in rural America and the unintended
consequences that the Balanced Budget Act of 1997 created.

In study after study, it has been determined that those Americans living in rural areas tend
to be poorer, older and less insured.

Indeed, nearly 22 million Americans live in federally designated areas where there is a
complete shortage of adequate health care professionals or medical facilities.

And to make a bad situation worse, those who often need health care the most - - - senior
citizens - - - represent 1/5 of the total rural population.

This is - - - without a doubt - - - a travesty for this country.

However, while the need is still great - - - the commitment by the federal government is
diminishing. This is due in large part to the Balanced Budget Act of 1997 that has hit small
rural health care providers especially hard.

These small companies were paid through by a simple “cost-reimbursement” system. Simply
put - - - they were reimbursed for REASONABLE expenses related to providing these services.

In most cases, the costs often involve transportation of critical equipment to these remote sites - - -
but these expenses are only reimbursable on a fixed basis - - - regardless on how far they travel to get to the
facility they serve.
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Unfortunately, these companies are now forced to carry an extra burden without proper
compensation for reasonable costs of doing business.

And it is for this reason that we must take all of these issues into consideration - - - whether we are
talking about patient care or protecting small business - - - to ensure that every American, no matter
where they live, will have that continued access to basic health care.

1 have looked forward to the start of this hearing. 1 believe it is important to reveal the unique
issues revolving around access to quality rural healthcare, or the lack thereof.

We are all interested in hearing from small businesses that provide healthcare services in rural areas
and how we might be better able to continue their growth and success.

1t is not in the spirit of equality that America has promised all of us, to be denied the basic
necessities shared by all, only because of where you live.

Many of the people in these rural areas who these companies service are farmers. Farmers
have committed their lives and their families lives to ensuring  that each and every day, all of us
have food for our families.

1 look forward to working with Chairman Talent and the other Members of the committee, in
seeking ways to mitigate the negative impact the Balanced Budget Act of 1997 has on our nation’s
small businesses.

We are faced with a serious dilernma with this issue - - - and we must find a solution to
prevent a setious problem from becoming a potential health care disaster for business - - - and for the
people they serve.

Thank you Mr, Chairman and I look forward to hearing from our panelists today.
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Thank you, Mr. Chairman. Today's hearing is a logical next step in our
continued focus on small business and rural health care. In previous
hearings, this committee has examined the issue of access to health
coverage. Twice this term we have looked at Association Health Plans
as one option for expanding access to health coverage. Last October,
Chairman Talent skillfully guided a significant health care access bill to
passage in the full House.

Today, we venture away from the issue of health care access and
instead investigate health care availability. What good does it do to
provide rural small businesses with greater access to health care if
there are no health providers to treat them? Rural health care providers
already face many challenges that their urban counterparts do not. In
fact, the vast majority of rural health providers are themselves small
businesses. We need to be sure that the reforms, rules, and regulations
of the federal government do not put small business providers out of
business.

| have some real concerns about the Health Care Financing
Administration's (HCFA) frequent misinterpretation of Congressional
intent and especially the negative impact it has on rural health care.
When Congress provided HCFA with more tools to combat waste, fraud
and abuse, one of those tools was not a license to harass honest
health providers. When Congress addressed the issue of Medicare
insolvency through the Balanced Budget Act (BBA), we did not want
HCFA's implementation of the BBA to create disparities or cut off
necessary health services to rural communities.

Over the last year, | have witnessed numerous rural home health
agencies discontinue service due to BBA payment reductions. | have
been contacted by honest health providers unfairly targeted by HCFA
fraud inspectors and threatened with overpayment reimbursement
demands--sometimes as high as a quarter million dollars. My last
example will probably bring a chuckle initially, but | assure you it is real
and it concerns me. '

A small, struggling, county-owned nursing home was recently blessed
with a surprise inspection from local HCFA officials. On the way out, the
inspectors left behind a write-up of five or six infractions and a fine of
$3,150. To some people, the $3,150 may seem insignificant; however,
it is a hefty fine for a nursing home struggling to keep its doors open.
So what was so serious that necessitated a penalty from HCFA? Three
doors were propped open and there were a few menu disputes. Now
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the doors | understand that's a violation of the fire code and that needs
to be corrected. However, the menu problems? They must have been
egregious to necessitate a fine. The menu plan for one meal said they
would be serving baked chicken, but instead, the chicken was fried.
Another meal plan called for smothered pork chops, but residents were
served pork roast and porkettes. On another occasion, the side dish
listed on the menu was California-blend vegetables. What did the -
residents receive? Cauliflower and carrots! Finally, the nursing home
received a separate fine for failing to put a piece of parsley garnish on
the plate when the menu said it would be there.

Perhaps part of the problem is that some people at HCFA are more
concerned about a senior's access to parsiey than they are a senior's
access to medically necessary services. There are over 120,000 pages
of Medicare regulations and 29 federal agencies promulgating rules for
health providers. We don't need HCFA creating additional obstacles for
the health providers who take care of some of our most vulnerable
citizensour rural seniors. ’

Mr. Chairman, thank you again for holding this hearing. | know that
health care access and availability are issues that this committee will
continue to discuss in the months and years to come.
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Chairman Talent, Congresswoman Velazquez, thank you for inviting me to be here today to

discuss our efforts to support small businesses that provide health care in America's rural areas.

We understand that rural providers face unique challenges in serving the medical needs of their
beneficiaries. Assuring and enhancing access to quality care for rural beneficiaries is a priority
for us. About one in four Medicare beneficiaries live in rural America, and rural providers serve
a critical role in areas where the next nearest provider may be hours away. Yet many of these
rural providers have higher costs than their more urban counterparts and face difficulty
maintaining enough patients to break even. Medicare has made exceptions and special
arrangements to address the needs of rural America and strengthen providers in these areas. And

we are committed to continuing to work with you to ensure that these unique needs are met.

We already have implemented a majority of provisions in the Balanced Budget Act of 1997
(BBA) that assist rural providers. We are eager to implement additional provisions targeted to
the specific needs of rural providers that were included in the Balanced Budget Refinement Act
(BBRA), which became law late last year. And we have taken a number of administrative
actions to help providers adjust to changes in the BBA. These steps complement the legislative
changes included in the BBRA and will help hospitals and other providers in meeting the needs

of the patients they serve.

In addition, we have established a Rural Health Initiative within our agency to increase and
coordinate attention to rural issues. This initiative includes senior staff and a specially
designated rural point person in each of our 10 regional offices to respond to rural provider

inquiries and concerns. And we have enhanced our relationship with our colleagues at the Small
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Business Administration (SBA) to ensure we consider the special needs of small health care

providers in all of our programs, policies, and guidance.

We will continue to closely monitor how laws and regulations governing our programs affect
rural beneficiaries and providers. And we want to work with Congress to make any additional
adjustments that may be necessary to ensure that rural providers can continue to provide

beneficiaries with access to the high quality care they deserve.

Balanced Budget Refinement Act

Working together, Congress and the Administration last year enacted the BBRA, which includes
a number of payment reforms and other changes to address some of the BBA’s unintended
consequences. A number of these refinements are particularly helpful to providers in America’s

rural areas and their patients.

The BBRA includes several provisions to assist Critical Access Hospitals, such as:

e applying the 96-hour length of stay limit on an average annual basis;

e permitting for-profit hospitals to qualify for Critical Access Hospital designation;

e removing constraints on length of stay in “swing beds” in hospitals with a total of 50 to 100
beds that serve both acute care and skilled nursing patients;

e allowing hospitals that have closed or downsized in the last 10 years to convert to Critical
Access Hospital status;

¢ permitting Critical Access Hospitals to streamline their billing processes by combining
physician and hospital charges; and,

e climinating beneficiary coinsurance for clinical laboratory tests furnished by a Critical

Access Hospital.

The BBRA also gives Sole Community Hospitals an enhanced annual update for FY 2001. For
other rural hospitals, the BBRA holds them harmless for 4 years during the transition to the new
prospective payment system for hospital outpatient care, and provides separate, budget-neutral

payments for high-cost patients and certain drugs, devices, and biologicals for all hospitals,
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which will especially help hospitals that would otherwise have had to spread these costs across a

small case load.

To help address the need for physicians in rural areas, the BBRA raises the caps by 30 percent on
medical residents to strengthen hospital residency training programs in rural areas and
encourages urban physician education programs to establish separate training programs in rural

areas.

The BBRA extends the Medicare Dependent Hospital program for five years. This program
assists small rural hospitals, which serve mostly Medicare patients. In general, Medicare patients
make up at least 60 percent of a Dependent Hospital's inpatient days or discharges, have fewer

than 100 beds, and do not serve as a Sole Community Hospital.

For skilled nursing facilities, the BBRA provides an immediate increase in payments to skilled
nursing facilities that treat high-cost patients. It creates special payments to facilities that treat a
high proportion of AIDS patients, and excludes certain expensive items and services from PPS
consolidated billing requirements, such as ambulance services for dialysis, prostheses, and
chemotherapy. Importantly, the BBRA provides an across-the-board increase of 4 percent for
FY 2001 and FY 2002, and gives nursing homes options in how their rates are calculated. It
places a two-year moratotium on the physical and occupational therapy caps included in the

BBA, which appeared to be presenting particular problems for patients in these facilities.

For home health agencies, the BBRA delays a scheduled 15 percent pay cut until after the first
year the new home health prospective payment system is in place. It also provides an immediate
adjustment to the per beneficiary limits for certain agencies; gives assistance payments to help
agencies cover the costs associated with the OASIS quality survey system; and excludes durable
medical equipment from consolidated billing under the prospective payment system. Once the
prospective payment system is implemented, payments will be tailored specifically to the
condition and needs of the patients. Tn addition, there will be no per visit or per beneficiary

payment limits. A case-mix adjusted payment will be made for each 60-day episode of covered
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care, the limit on the number payment episodes will be removed, and agencies will receive extra

payments to cover more costly cases.

Administrative Actions

Building on the changes included in the BBRA, we also have taken a number of administrative
steps to assist rural providers in mecting the needs of the patients they serve. For example, we
are implementing new policies to make it easier for rural hospitals, whose payments are now
based on lower, rural area average wages, to be reclassified and receive payments based on
higher average wages in nearby urban areas. As a consequence of these policy changes,

gualifying rural hospitals will receive higher reimbursement.

Similarly, we are helping rural hospitals adjust to the new outpatient prospective payment system
by using the same wage index for determining a facility’s outpatient payments rates that is used

to calculate inpatient payment rates.

And we are postponing for a period of two years the expansion of the BBA’s “transfer policy,”
which limits hospital payments when patients with certain diagnoses are discharged early from a
hospital to a skilled nursing facility or post-acute care sefting. As a result, the transfer payment
Timits will apply only to the current 10 specific conditions included under the BBA, and we are

constdering whether further postponement is warranted.

We also are taking administrative action to assist home health agencies. We are providing
financial relief to agencies by extending the timeframe for agencies to repay overpayments
resulting from the interim payment system from one year to three, with the first year interest-
free. We are postponing the requirement for home health agencies to obtain surety bonds until
October 1,2000. And we have eliminated a “sequential billing” requirement that had been

problematic for some agencies, including some in rural areas,

For skilled nursing facilities, we are using our administrative flexibility to refine, in a budget
neutral way, the manner in which we classify medical conditions for purposes of paymentina

way that more accurately reflects the full range of costs incurred on behalf of sicker patients.
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The refinements will likely increase payments for patients with complex medical conditions.

Rural Workgroup

We also are redoubling our efforts to more clearly understand and actively address the special
circumstances of rural providers and beneficiaries. Last year, we launched a new Rural Health
Initiative. We are meeting with rural providers, visiting rural facilities, reviewing the impact of
our regulations on rural health care providers, and conducting more research on rural health care
issues. We are participating in regularly scheduled meetings with the Health Resources and
Services Administration’s (HRSA) Office of Rural Health Policy to make sure that we stay
abreast of emerging rural issues. And we are working directly with the National Rural Health

Association to evaluate rural access to care and the impact of recent policy changes.

Our goal is to engage in more dialogue with rural providers and ensure that we are considering
all possible ways of making sure rural beneficiaries get the care they need. We are looking at
best practices and areas where research and demonstration projects are warranted. We want to
hear from those who are providing services to rural beneficiaries about what steps we can take to

ensure they get the care they need.

We have put together a team for this rural initiative that includes senior staff in our Central and
Regional Offices and dedicated personnel around the country. The work group is co-chaired by
Linda Ruiz in our Seattle regional office and Tom Hoyer in our central office headquarters in
Baltimore. Each of our ten regional offices now has a rural issues point person that you and your
rural provider constituents can call directly to raise and discuss issues, ideas, and concerns. A list
of these contacts and their respective States is attached. We are confident that this initiative will

ensure that Medicare policies are attuned to the needs or rural health providers and beneficiaries.

Telemedicine

We are proceeding with projects to evaluate Medicare coverage for telemedicine. We recently
completed a comprehensive, $2.3 million technology assessment of telemedicine, in conjunction
with the Agency for Healthcare Research and Quality, under contract with the Oregon Health

Sciences University. This study involved an assessment of the clinical and scientific literature
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dealing with the cost-effectiveness of telemedicine, specifically looking into the areas of store
and forward, patient self-testing and monitoring, and potential telemedicine applications for
non-surgical medical services. We will examine the results of this study to determine if there is a

need to expand telemedicine beyond the current payment regulations.

We are also proceeding with demonstration projects to test expanded coverage for telemedicine
to include teleconsultations in Medicare. On February 28, 2000, we awarded a $28 million
cooperative agreement to Columbia University for the Informatics, Telemedicine, and Education
Demonstration Project, as required by the BBA. This randomized, controlled study will explore
how teleconsultations between physicians on the upper west side of Manhattan and in rural,
upstate New York affect patient care and program costs. It focuses on intensive monitoring and
education of Medicare beneficiaries with diabetes through the use of telemedicine devices, case
managers, and the Intermet. The demonstration is scheduled for-completion on September 30,

2001, and an evaluation report is due 6 months after that completion date.

Coordination with the Small Business Administration
Most rural Medicare providers and suppliers are small businesses and we have been actively
working to enhance our relationship with the SBA and ensure our policies are responsive to the

needs of the small business community, including those located in rural areas.

For example, last year the SBA Office of Advocacy led training session for over 100 agency
staff in our Baltimore headquarters to learn about the needs and concerns of small business
providers and how best to address them when developing regulations and policies. We also
regularly consult with the SBA when developing regulations that may have a particular impact
on the small business community. This helps facilitate information sharing and ensures we are

aware of any emerging small business issues or concerns.

Additionally, HCFA representatives participate in regional forums conducted by the SBA
Ombudsman across the country. These forums allow staff in the field to learn firsthand about
small business concerns and also give small health care providers the opportunity to share their

needs, concerns, and ideas with us. And we conduct ongoing staff and contractor training,
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within our own Agency, to ensure that small business needs are addressed in all aspects of our

programs and guidance.

Conclusion

We are all committed to ensuring rural beneficiaries’ continued access to quality care, and we are
all concerned about the disproportionate impact that policy changes can have on rural health care
providers. The Balanced Budget Act, the Balanced Budget Refinement Act, and the
administrative actions we have taken address these concerns with specific provisions targeted to
assist rural providers. Our Rural Health Initiative and our consultation with the SBA will help us

to take any additional steps that may be appropriate.

We are very grateful for this opportunity to discuss our efforts to help rural providers and
beneficiaries, and to explore further actions we might take to address their concerns in a prompt
and fiscally prudent manner. [ thank you again for holding this hearing, and I am happy to

answer your questions.
#Hi#
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MEDICARE REGIONAL RURAL REPRESENTATIVES

June 2000

REGIONTI: Jeanette Clinkenbeard
Boston 617-565-1257

Serving: Maine, New Hampshire, Vermont, Massachusetts, Connecticut,

and Rhode Island :
REGION II: Elizabeth Romani
New York 212-264-3958

Serving: New York, New Jersey, Puerto Rico, and the Virgin Islands
REGION IIL: Joe Hopko
Philadelphia 215-861-4192

Serving: Pennsylvania, Maryland, Delaware, West Virginia, and Virginia
REGIONIV: Catherine Cartwright
Atlanta 404-562-7465

Serving: Kentucky, North Carolina, South Carolina, Tennessee,
Mississippi, Alabama, Georgia, and Florida

REGION V: Gregory Chesmore
Chicago 312-353-1487

Serving: Minnesota, Wisconsin, Michigan, lllinois, Indiana, and Ohio
REGION VI Becky Peal-Sconce
Dallas 214-767-6444

Serving: New Mexico, Oklahoma, Arkansas, Louisiana, and Texas
REGION VII: Rabert Epps
Kansas City 816-426-5783

Serving: Nebraska, lowa, Kansas, and Missouri

REGION VIII: Penny Finnegan

Denver 303-844-7117
Serving: Montana, North Dakota, South Dakota, Wyoming, Utah, and
Colorado
REGION IX: Sharon Yee
'San Francisco 415-744-2935
Serving: California, Nevada, Arizona, Hawaii, Guam, and American
Samoa
REGION X: Jim Underhill
Seattle 206-615-2350.

Serving: Washiﬁgton, Oregon, Idaho, and Alaska
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Thank you Mr. Chairman and distinguished members of the Committee. ltisa
pleasure to have the opportunity to testify before you today on an issue of great
Importance to our industry and small business owners nationwide.

My name is Zach Evans and | am the President of Mobile Medical Services, Inc. and
the immediate past president of the National Association of Portable X-Ray
Providers (NAPXP). My small business was established in 1992 and is located in

St. Joseph, Missouri. | currently employ 5 individuals on a full time basis.

| appear before you today to explain the dramatic impact upon my company, and
others like it across the country, of severe cuts in Medicare reimbursement rates.
These reductions, mandated by the Balanced Budget Act of 1997 (BBA '97), have
hit small businesses the hardest and have, in turn, forced small businesses to cut
back on non-profitable services. This impact is particularly alarming because it has
ultimately led to a reduction in essential medical services for thousands of
Americans,.particularly those in rural areas.

In essence, what we are seeing are the early symptoms of a potentially fatal disease
that afflicts our nation’s health care delivery system. The reduction in Medicare
reimbursement rates mandated by BBA ‘97 has resulted in the complete elimination
of profit margins for small business providers of some vital services, particularly in
rural areas. As a provider of medical services, which are transported to the
patient’s bedside, reimbursement rate reductions have forced me to view nursing
facilities or private homes that are located in rural areas as financially unsound
dients. This means that 1, and other small business providers of portable x-ray
‘services, can’t afford to provide a service which is not only safer, more comfortable,
and convenient to the patient, but less expensive for Medicare. It is profoundly

ironic that, as companies such as-mine are forced to deny service to rural patients
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because of Medicare cost cutting, the only alternative, transportation by ambulance,
significantly drives up Medicare costs. These service cutbacks to rural areas must be
viewed as the early warning signs of a more far-reaching problem. As small business
providers are forced to shrink their service areas to remain solvént, rural patients
and facilities will be forced to spend more to obtain these medically necessary
services. This cycle of cost cutting leading to higher costs for poorer services is
potentially lethal to the health care delivery system as a whole.

Perhaps the most dramatic cut mandated by BBA was the total elimination of the
transportation fee for portable EKG services. Clearly, if a service provider receives
no transportation reimbursement for a service, traveling long distances to rural
facilities is simply not economically feasible. in my companies case, | lose an
average of $50.00 for every EKG | perform. This average includes service to local
facilities. If | were to calculate our losses based on distance traveled you would see
a steadily rising column of red ink, increasing with every mile we travel to the
facility or home. | am no politician, but | do feel that | understand voter senﬁments
sufficiently to predict the obvious. Americans would be appalled to learn that
EKGs will not be available to elderly rural patients simply because they reside
outside of the more profitable urban and suburban areas. | can say, however that
Americans would be proud to fearn that you, Mr. Chairman, led the fight last year
to reinstate an EKG transportation rate. For that effort, [ would like to take this
opportunity to thank you on behalf of providers and patients alike for standing up
for this vital cause. | hope that, with your strong voice on our side we may prevail
this year and obtain the EKG transportation rate before more patiénts are denied
this basic care. '

Unfortunately, EKG services oniy represent a small portion of the portable x-ray
business. What has happened regarding EKG services is now spreading to x-rays.
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My company once offered twenty-four hour a day, seven day a week service to all
patients. We have been forced to cut our services to patients located twenty-five
miles distant or more to between eight am and three thirty pm Monday through
Friday. Additionally, we are _cunfently turning down all new requests for service
outside of a twenty-five mile radius. This represents a massive reduction in services,
yet we are currently considering dropping these remaining facilities altogether. For
our company alone that decision would deny vital medical services to approximately
fifteen homes with an average of eighty beds each, or a total of one thoiisand two
hundred patients. One thousand two hundred patients denied service from one
small company in Missouri. | know that dozens of other small business portable x-
ray providers are either considering or have already enacted similar cuts. | have to
stress that these service cuts will not save my company or others like it without
some form of rate increase. These cuts can only slow our losses somewhat.
Without a rate change, portable x-ray services will inevitably vanish, leaving-
ambulance transport, with higher costs and lower patient satisfaction as the sole
alternative.

By the actions of the Chairman last year and through our many conversations with
Srnall Business Committee staff, | know that this Committee is truly supportive of
the nation’s small business community. 1 sincerely hope that all Members of this
Committee will join us in calling for reasonable solutions to this critical problem.
Thank you, again, for the privi‘lege of sharing my views and experiences with you
today. ‘
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Thank you for the opportunity to submit testimony on the issues related to the
impact of Medicare reform, including the Balanced Budget Act of 1997 (BBA 97)
on hospice providers operating in rural areas. The Hospice Association of America
(HAA) is a national organization representing the nation’s hospices and the
thousands of caregivers and volunteers who serve terminally ill patients and their
families. HAA encourages, supports, and is actively engaged in improving the
availability, accessibility, quality, and continuity of end-of-life care. All people have
the right to excellent care at the end of life, but this is often hampered by a
fragmented system of institutional-, home-, and community-based care, which is
increasingly difficult to access with regulations that can be indifferent to need. This
lack of access to appropriate services, especially hospice services, is felt most
dramatically in rural areas.

The Hospice Association of America (HAA) deeply appreciates the attention the
Chairman and Members of the Committee have shown regarding the problems
created by the provisions of BBA 87 and the effects on small businesses such as
hospice providers in rural America. HAA respectfully offers the following
comments and recommendations on proposed refinements to the Medicare
hospice benefit.

Currently less than 20% of terminally ill people in America receive hospice
services with an average of significantly less than two months of care at the end of
their lives. This means that most of the people who die of a terminal illness each
year do not have access to hospice services and for those who do, much suffering
has already occurred. Low population density in rural areas makes it inherently
difficult to deliver services that target special needs such as hospice care. As
reported in the Agency for Health Care Research and Quality, Rural Health
Agenda, rural Americans are faced with issues that create barriers to care and the
inadequate supply of primary care physicians as well as other health care
providers such as nurses, home care aides, social workers and counselors is a
reality.

Rural hospice providers have identified the following areas as barriers to the
provision of hospice services in their communities:

« shortages of nurses, home care aides, therapists and social workers making
the recruitment and retention of Medicare defined "core service" personnel
(nurses, social workers, counselors) extremely difficult;

« the impact of BBA97 decrease in hospice market basket updates affects the
overall functioning of hospice programs;
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insufficient reimbursement to allow for appropriate wage and benefit packages
to recruit and retain qualified staff;

lack of funding for innovative modalities such as telehealth;

restrictive regulations that prevent a hospice provider from contracting for
services of specialized nurses for infrequent hi-tech nursing procedures;

requiring that supervision of home care aides be performed only by a
registered nurse and not a licensed practical nurse; and

restrictive regulatory definitions of hospice programs service areas based on
mileage and driving time, rather than quality of care outcomes, make it
extremely difficult and sometimes, even impossible for a hospice program to
provide services in rural areas.

Reports from the southwest region of Kansas note that due to the domino effect of
BBA 97 a regional medical center closed both its home health and hospice
agencies on May 31 of this year, leaving the rural county with no other providers
for these much needed services. The effect on the community might not have
been felt so deeply in an urban area where competition would fill in the service
gaps and the patients would have their needs met by other providers. In this rural
county, people in need cannot access hospice or other health care services.

As noted in the appendix of this document, we have developed the following
recommended legislative actions. The Hospice Association of America, its
Advisory Board of Directors and its members recommend that Congress:

Fund grant programs for training therapists, medical social workers, nurses,
home care aides and other hospice personnel with a focus on providing home
and community based practice in areas where shortages exist;

Amend § 1861(dd)(2)(A)(ii)(1) of the Social security act by including a provision
allowing certain specialized high -tech nursing services to be provided by
contract, under the direction and supervision of the hospice;

Enact legislation to allow LPNs to supervise home health aides under the
general supervision of an RN when permitted by state nurse practice acts;
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Provide that federal programs that finance hospice services adjust
reimbursement to allow for appropriate wage and benefit levels for all clinical
staff;

Clarify the definition of hospicé multiple sites service area, establishing a
uniform, reasonable, and up-to-date policy that focuses on the ability to
provide quality care and positive outcomes rather than imposing arbitrary and
ineffective time and distance requirements;

Clarify legislatively that telehealth constitutes a service provided by a hospice
and Medicare should provide appropriate reimbursement for technology costs
for rural hospice providers; and .

Restore the reductions in the market basket updates enacted in BBA97 and
the 1999 omnibus appropriations measure to the Medicare Hospice Benefit.
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ENSURE ADEQUATE HOME CARE AND HOSPICE
PERSONNEL, PARTICULARLY IN RURAL AND OTHER
UNDERSERVED AREAS

ISSUE: There is an increasing need for home care and hospice services as a result of the aging of
the population, clarification of Medicare coverage policies, continued earlier hospital discharges,
and patient preferences for home care and hospice. In recent years, home care visits and hospice
services under the Medicare program increased substantially. While this trend has leveled off,
home care and hospice providers continue to report shortages of nurses, home care aides, therapists
and social workers, especially in rural areas. The cuts in home health reimbursements resulting
from the interim payment system have made it increasingly difficult for home health agencies to
offer competitive wages and benefits. Increased regulatory burdens on home visiting staff have
also discouraged workers from continuing in home care.

Recruitment and retention of home care and hospice personnel, including nurses and home
health aides, is especially difficult in rural and other underserved areas. Providing health care in
these areas requires special knowledge, training and commitment on behalf of health care providers.
Continuing education and training are often not readily available. Health care services can be
particularly interdependent in rural communities: when a rural hospital closes, many affiliated
health care personnel and services leave the area as well.

In late 1999, the Office of Employment, Bureau of Labor Statistics within the U.S. Department
of Labor released new employment projections for the American workforce from 1998-2008.
Health services sectors are projected to grow substantially during this ten-year period. In fact, 14 of
the 30 fastest growing occupations are related to health care. The projected job growth in the health
care occupational sector includes increases in the following occupations: registered nurses, an
increase of 21.7%; licensed practical and licensed vocational nurses, an increase of 19.7%; physical
therapists, an increase of 34.0%; occupational therapists, an increase of 34.2%; speech-language
pathologists and audiologists, an increase of 38.5%; and social workers an increase of 36.1%.
Personal care and home health aides is the seventh most rapidly growing occupation, with 58.1%
home health job growth projected over the 1998-2008 period.

It is critically important to both increase the supply of qualified health care staff to maintain
patient care access and to assure that these staff have the skills needed to provide high quality
treatment and rehabilitation services in the home setting. Federal and state regulations should
promote the use of nurse practitioners, physician assistants and other qualified home health
personnel.

RECOMMENDATION: Congress should fund grant programs for training therapists, medical
social workers, nurses, home care aides, and other home care and hospice personnel with a focus on
home- and community-based practice in areas where shortages exist. The number of schools
providing therapy programs must be increased and the number of slots available in these schools
should be expanded. Special incentives such as loan-forgiveness programs to fund schooling and
training should be developed to recruit students for practice in geographic areas with staff
shortages, such as rural and inner city areas. Grants to educational facilities should be made
available for innovative approaches to recruitment and education of home health care personnel,
including consideration of job “ladders” and “classrooms without walls.” Reductions in the work
force in inpatient settings have greatly reduced the opportunities for nursing and physical and
occupational therapy graduates to obtain on-the-job experience. Home health agencies generally
require one year of experience because they cannot afford to provide the supervision new nurses
and therapists need in the home setting.
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Congress should fund home care internship demonstration projects for nurses and physical and
occupational therapists to provide a year of on-the-job training for new graduates.

Congress should request General Accounting Office and MedPAC studies on the shortage of
personnel in home care and hospice settings, with special attention to rural and mner-mty areas, and
with recommendations on what can be done to overcome this problem.

RATIONALE: The demand for home care and hospice services will continue to increase as the
elderly and disabled population grows. More qualified personnel are necessary to meet the
increased needs. These personnel should have skills that enable them to apply their services to
home- and community-based care situations. Further, these qualified home care and hospice
personnel should be encouraged to practice in rural and underserved areas.

When professionals are scarce, costs for providing care increase. Putting funds into training
and other incentive programs will ultimately lower costs to consumers.
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AMEND HOSPICE CORE SERVICE REQUIREMENTS TO
PERMIT THE DELIVERY OF SPECIALIZED NURSING
TREATMENTS UNDER CONTRACT

ISSUE: Under §1861 (dd)(2)(A)(i1)(I) of the Social Security Act, a hospice program is required to

routinely provide directly substantially all of the nursing care provided by or under the supervision

of a registered professional nurse.  This requirement restricts the ability of a hospice program to

provide through contract certain non-routine, specialized high-tech nursing procedures that are

crucial in the overall pain and symptom management of a select group of hospice patients. Since

the enactment of this legislation, there have been tremendous advances in the delivery of palliative

care including specialized high-tech treatments. A hospice program does not need the services of
nurses with certain specialized technical skills on a daily basis. The need is determined on a case-

by-case situation. It is a waste of Medicare funds for a hospice program to employ this level of -
professional when it would be more cost effective to access this level of expertise by contracting for

the service on an as-needed basis.

RECOMMENDATION: Congress should amend §1861(dd)(2)(A)(ii)(I) of the Social Security
Act by including a provision allowing certain specialized high-tech nursing services to be provided
by contract, under the direction and supervision of the hospice as necessary to meet the needs of the
hospice patient.

RATIONALE: Requiring that all skilled nursing services for a hospice patient be provided as core
services and not through a contractual relationship places a heavy financial burden on the hospice
program and, more importantly, may deny the delivery of appropriate palliative treatment to the
hospice patient. This situation either forces the hospice provider to maintain and compensate a
certain level of nursing staff not required in its day-to-day operation or to limit the choices of
effective treatment options it can safely provide to terminally ill patients. Use of appropriate
treatments will support care of the patient in the home and help avoid transfer to an inpatient
setting.
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ALLOW LPNs TO SUPERVISE HOME CARE AIDES

ISSUE: Medicare permits licensed practical nurses (LPNs), who are under the general supervision
of registered nurses (RN), to perform nursing services in the home, including such complex care as
changing dressings on wounds and inserting foley catheters. However, the Medicare Conditions of
Participation do not authorize LPNs to supervise home care aides. Many home health agencies and
hospices have found that it is not cost effective to hire LPNs to carry out only direct patient-care
activities. In a survey conducted by NAHC, a strong majority (82%) of home care agencies believe
LPNs should be allowed to supervise home health aides.

RECOMMENDATION: Congress should enact legislation to allow LPNs to supervise home
health aides under the general supervision of an RN where permitted by state nurse practice acts.
RNs would continue to be responsible for the overall development and management of the patient
care plan. Agencies should retain the option of determining whether RN or LPN supervision is
most appropriate.

RATIONALE: LPNs are qualified to supervise home health aides. As part of their formal LPN
training, LPNs learn the basic nursing-and personal care skills which home health aides perform.
LPNs are required to conform to established practice standards.

Allowing LPNs to supervise home care aides would allow RNs more time to perform more of
the complex and highly skilled nursing services.
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PROVIDE SUFFICIENT HOME CARE AND HOSPICE
PAYMENTS SO THAT AGENCIES CAN PROVIDE
APPROFRIATE WAGES AND BENEFITS TO CLINICAL

STAFF g

ISSUE: The annual salary at the current minimum wage is less than $10,800 based on 40 hours
per week of work at 52 weeks per year - below the poverty line for a family of three. It is
estimated that the value of the minimum wage has declined over the past three decades by 30%.
For the minimum wage to have the purchasing power it had in 1968, it would have to be $7.38
an hour.

As part of deliberations on an omnibus bankruptcy bill in late 1999, the Senate approved an
amendment that would increase the minimum wage by $1 over three years. Additional efforts to
increase the minimum wage are expected during 2000.

The severe limitations on reimbursement under Medicare make it extremely difficult for
agencies to comply with any requirements to increase wages, much less provide wages and
benefits that reflect the worth of the care provided by nurses and paraprofessionals. In fact,
current economic restrictions have resulted in many agencies cutting staff or seeking ways to save
on patient care costs by limiting workers® hours or reducing wages or benefits. Payment under
the new prospective payment system for home health and payment rates for hospice care services
must be adeguate o allow for increased wages and benefits for nurses and home care aides.

RECOMMENDATION: Congress should provide that federal programs (Medicare/Medicaid)
that finance home care and hospice services adjust reimbursement to allow for appropriate wage
and benefit levels for all clinical staff.

RATIONALE: Studies indicate that low wages affect an agency’s ability to recruit and retain
clinical staff. Generally, aides in pursing homes and hospitals receive higher wages than home
care aides. Agencies throughout the nation have begun to experience severe hardships in
recruiting and retaining clinical staff.

Because of low wages and benefits, home care aides are often cited in Congressional
testimony as an example of a work force which would benefit from an increase in the minimum
wage. And, increasingly, efforts are being made to document the relationship between wages and
quality of care. In 1996, the Older Women’s League’s report, “Faces of Care: An Analysis of
Paid Caregivers and Their Impact on Quality Long Term Care,” linked paraprofessional wage
and benefit issues directly to quality of care issues.

‘Without sufficient reimbursement, financially strapped home care and hospice agencies are
finding it extremely difficult to provide quality care and pay increased wages.
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CLARIFY THE DEFINITION OF HOSPICE MULTIPLE SITES

ISSUE: Neither the statute nor the hospice regulations provide for establishing hospice “branch”
offices or restricts the distance a hospice may travel to serve patients. Several regional offices
(ROs) have determined a travel time limitation to patient location. The revised requirements have
raised new questions and do not adequately address the current environment with its complex
organizational structures. Furthermore, this information was not disseminated to hospice agencies
via manual updates.

The site designation program memorandum issued by HCFA central, as well as advisories
issued by some of the HCFA ROs to state survey agencies refer to quality of care concerns about
alternate sites. However, the criteria (based on mileage and driving time) differ from one region to
another, are prescriptive and burdensome, and give little consideration to ensuring quality. Many
agencies that have operated alternate sites and delivered quality services effectively and efficiently
since the inception of the Medicare hospice benefit do not meet the RO limits.

RECOMMENDATION: Congress should clarify the definition of hospice multiple site service
area, establishing a uniform, reasonable, and up-to-date policy that focuses on the ability to provide
quality care and positive outcomes rather than imposing arbitrary and ineffective time and/or
distance requirements.  This definition should recognize that technological advances
{communications tools that allow almost instantaneous information exchange by fax, telephone,
beeper, ccll phone, etc.) provide cfficient and effective ways to “distance-manage” offices.

RATIONALE: The current policy on multiple locations is being applied in varying and restrictive
ways by state agencies and region offices. As a federal program, criteria for participation in
Medicare should be consistent throughout the country. Statutory clarification would provide clear-
cut guidance to agencies and regional offices and eliminate the use of conflicting criteria.

Congress and the Executive Branch are seeking ways to more carefully manage the Medicare
program’s resources. Every effort should be made to apply consistent and reasoned administrative
requirements so that previous program resources can be appropriately targeted for providing patient

. care.
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RECOGNIZE TELEHOMECARE AS A BONA FIDE MEDICARE
SERVICE

ISSUE: Over the past decade, great strides have been made in telehealth technology and its use in
the home. In 1995, there were only three telehomecare nursing projects. This number increased to
about 10 in 1997, with even greater growth in 1998. The reason for this growth is the evolution of
technology to allow for effective nurse-patient interactions over regular phone lines using
equipment that costs less than a personal computer. National standards have already been
established by the American Telemedicine Association for the delivery of telehomecare services.

Telehealth technology provides a two-way interactive audio-video connection over telephone
lines. During an on-line visit, the nurse at her base station and patients in their own homes see and
talk with each other, The following activities can be carried out: health status assessment;
monitoring vital signs; medication supervision; monitoring heart and lung sounds; and patient
education. Additional devices can be added as needed to perform more in-depth patient tests, such
as blood coagulation checks, electrocardiograms, scales, and pulse oximetry. These interactive
connections can also be used for remote supervision of home care personnel.

Unfortunately, the Health Care Financing Administration (HCFA) does not recognize tele-
home care technology and visit costs as reimbursable by the Medicare program. HCFA maintains
that telehealth visits do not meet the Social Security Act definition of home health services
“provided on a visiting basis in a place of residence.” HCFA regulations at 42 CFR 484.48 ©
define a home health “visit” as “an episode of personal contact with the beneficiary by staff of the
HHA.?

During 1999, as part of its legislation to address some of the unintended consequences of the
Balanced Budget Act of 1997, the 106" Congress provided specific language, within the conference
report, directing the Secretary of Health and Human Services to consider new technologies within
home health services to improve health outcomes (House Report 106-479). Specifically, the
conference agreement of H. R. 3194 urges the Secretary to “consider what changes would be
necessary to provide home health care agencies with the flexibility to adopt new market innovations
and new technologies that can improve health outcomes while maintaining the goals of quality of
care and cost containment.” Telehomecare services is one innovative technology that can assist
home health agencies in improving health outcomes while at the same fime maintaining quality
patient care and containing costs.

RECOMMENDATION: Congress should clarify legislatively that telehomecare “constitutes a
service(s) ... provided on a visiting basis in a place of residence used as an individual’s home” as
defined in §1861m of the Social Security Act. Medicare should also provide appropriate
reimbursement for technology costs to home care agencies.

RATIONALE: Use of technology that results in more efficient and effective delivery of health
care services should be encouraged and recognized as covered Medicare expenditures. Studies
indicate that over half of all activities done by a home health nurse could be done remotely through
telehomecare. Evidence from these studies has shown that the total cost of providing service
electronically is less than half the cost of on-site nursing visits. Furthermore, quality of care and
patient satisfaction have been maintained. Given the financial constraints on agencies anticipated
under the forthcoming PPS, providers of care should be granted maximum flexibility to utilize cost-
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effective means for providing care, including non-traditional services such as telehomecare that
have been proven to result in high-quality outcomes and patient satisfaction. These innovative
approaches to care are of benefit to the entire Medicare program, frequently helping to reduce acute
care episodes and the need for hospitalizations.

Currently, some health maintenance organizations and some state Medicaid programs
reimburse for telechomecare services. The Medicare program must keep pace with these programs.
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RESTORE THE FULL MARKET BASKET UPDATE TO HOME
HEALTH AND HOSPICE PAYMENTS

ISSUE: Under the fiscal year 1999 omnibus appropriations legislation, the Medicare home health
market basket index — used to adjust payments for inflation — was reduced 1.1 percentage points
from the projected 3 percent update in each of fiscal years 2000-2003. This provision is expected
to yield about $900 million over five years.

The Balanced Budget Act of 1997 (BBA) reduced the Medicare hospice market basket update
by 1 percentage point for fiscal years 1999 through 2002. During 1999, the Congress enacted BBA
refinement legislation (Public Law 106-113) that would increase hospice payment rates otherwise
in effect for fiscal years 2001 and 2002 by 0.5 percent and 0.75 percent, respectively.

RECOMMENDATION: Congress should restore the reductions in the market basket updates for
Medicare home health and hospice services enacted under BBA and under the 1999 omnibus
appropriations measure.

RATIONALE: As the result of the BBA, anticipated Medicare home health outlays are projected
to be reduced by close to $70 billion over fiscal years 1998 through 2002. This amount is far in
excess of the $16 billion reduction originally contemplated by the Congress, and has had a
profound negative effect upon beneficiary access to care and home health agency viability.
Retmbursement levels fail to adequately cover the rising costs of providing care, including
increased labor costs for home health agencies and hospices, and rapidly rising hospice
pharmaceutical costs. Thousands of home health agencies have closed since implementation of the
BBA, with more closures expected during 2000. The ability of hospices to provide adequate levels
of care has also been seriously challenged as the result of the BBA reductions. Hospice and home
health care are efficient and effective in providing vital services to patients in the comfort of their
homes. Use and provision of these services should be encouraged, not discouraged.
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1. HOSPICE ORIGINS

Hospices provide palliative care, as opposed to curative care. Hospice
services include supportive social, emotional, and spiricual services to
the tecminally ill, as well as suppor for the patient’s family. The care is
primarily provided in the patient's home to maintain peace, comfort,
and dignity. Hospice care relics on the combined knavwledge and skill
of an interdisciplinary team of professionals—physicians, nurses, med-
ical social workers, therapists, and counselors, in addition o volun-

ho di an individualized plan of care for each patient

and family. Hospice reaffirms the right of every person and family to
participate fully in the final stage of life.

“While the hospice concept dates to ancient times, the American hos-
pice movement did not begin unil the 1960s. The first hospice in the
United States, The Connecticut Hospice, began providing services in
March 1974.

2. TYPES OF HOSPICE

The Medicare program identified 2,287 hospices as of September
30, 1998. There are also an estimated 400 volunteer hospices in the
United States. As of February 1998, 44 states licensed hospices.” In
1998, hospices served nearly 540,000 patients throughout the United
States.” Less is knawn about the hospices that do not participate in the
Medicare or Medicaid programs, as the rules and regulations for licen-
sure vary by state.

3. HOSPICE PARTICIPATION IN MEDICARE

Congress enacted legislation in 1982 creating a Medicare hospice
program (PL 97-248, §122). Hospice services may be provided to ter-
minally ill Medicare beneficiaries with a life expectancy of six months
or less. Effective with the cnactment of the Balanced Budget Act of
1997 (PL 105-33) the Medicare hospice benefit is divided into the fol-
lowing benefit periods:

*an initial 90-day period;

*a subsequent 90-day period;

san unlimited number of subsequent 60-day benefit periods as long

as the patient continues to meet program eligibility requirements.

The beneficiary must be recertified as terminally ill at the begin-
ning of each benefit period. The following covered hospice services
are provided as necessary to give palliative treatment for conditions
related to the terminal illness: nursing care; services of a medical
social worker, physician, counselor (including dietary, pastoral, and
other), and home care aide and homemaker; short-term inpatient
care (including both respite care and procedures necessary for pain
control and acute and chronic system management); medical appli-
ances and supplies, including drugs and biologicals; physical and
occupational therapics; and specch-language pachology services.
Bereavement service far the family is provided for up to 13 months
following the patient’s death.

Medicare hospice participation has grown at a dramatic rate,
largely as a result of a 1989 congressional mandate (PL 101-239,
$6005) that increased rates by 20%. From 1984 to October 1998
the total number of hospices participating in Medicare rose from 31

Number of Medicare-certified Hospices,
by Auspice, 1984-1997
Year HHA HOSP  SNF  FSTG TOTAL

1984 nfa /a nfa n/a 31
1985 nfa n/a nfa n/a 158
1986 13 54 10 68 245

1987 155 101 il 122 388
1968 213 138 11 191 553
1989 286 182 13 220 01
1990 313 22 12 260 806
1991 325 282 10 394 1,011
1892 334 291 10 404 1,039
1893 438 341 10 499 1,288
1994 583 401 12 608 1,604

1995 698 460 19 679 1857
1996 815 526 22 791 2,154
1997 823 561 22 868 2274
1998” 8 564 22 890 2287

Saurce: Health Care Financing Administration (HCFA), Health Standards and Quality

Nates: Home health agency-based (HHA) hospices are owned and operated by freestand-
ing proprigtary and nonprofit home care agencies. Hospital-based (HOSP) hospices are
operating units or departments of a hospital. Skilled nursing facility-based (SNF) hospices
are operating units or departmenis of a skilled nursing facility or nursing facilily.
Freestanding {FSTG) hospices are independent, mastly nonprofit organizations.

“Numbers given are as of September 30, 1998,

Medicare-ceriified Hospices by Auspice, 1998

39% Freestanding

1% Skilled Nursing Facility

25% Hospital

]

35% Home Heaith Agency
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to 2,287—more than a 73-fold increase (see Table 1). OF these hos-
pices, 890 are freestanding, 811 are home health agency-based, 564
are hospital based, and 22 arc skilled nursing facility based (sce
Figure 1). Table 2 shows the calendar year 1997 distribution of
Medicare-certified hospices by state, as well as number of persons,
total charges, and program payments.
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Number of Medicare-Certitied Hospices and
Program Payments, by State, 1997

State Ne. Persons Total Program
of Charges Paymenis
Hospices ($thousands)  ($thausands)
AL 63 6,805 39,881 39,527
AK 3 10 808 808
AZ 44 11,287 68,091 66,627
AR 60 4154 27,784 27,231
CA 192 37323 211,263 208,618
&) 40 6,140 29,404 29,086
cT 29 3832 24621 20,379
DE 5 1,192 5935 6,930
DG 4 490 24681 241
FL 39 40,008 233010 231,752
GA 88 9,598 51,443 49,809
H 8 1,008 4,629 4623
o 29 1487 7,715 7,667
L 93 17,418 94074 92375
IN 63 6,350 32751 32,044
1A 54 4842 24810 24557
KS ko 37% 19,375 13,210
KY 29 6289 37,805 37,778
LA 39 4018 20621 20,378
ME 15 877 5235 4,829
MD 35 5,590 25,989 25920
MA 48 7,708 36,168 34,729
Ml 73 17,049 90.461 89,331
MN 61 6,057 28511 28,315
MS 33 2918 20,582 18,610
MO 78 9112 46,508 45,852
MT 17 1,112 5,665 5542
NE 27 2,155 10207 10,124
Wy 7 2245 12314 12,253
NH 19 1292 6,682 6257
NJ 46 10,151 48,483 48,268
NM 31 2,490 12,961 12,768
NY 55 19,682 106,608 105912
NC 73 9,626 56,052 54,104
ND 13 716 3775 3679
CH 99 20,224 105,050 103,596
0K 49 6,379 42,907 42,799
R 39 6311 29,344 29,242
PA 118 18,960 94,286 93,085
Rl 9 1674 8,991 8,863
SC 35 4,350 23,631 23,008
S0 12 621 3,007 2,962
™ 65 4715 25014 24,377
X 150 25451 156,605 154,795
utr 16 1428 6,249 6,063
' 8 648 2,759 2718
VA 48 6,353 34,139 33643
WA 30 7313 36.474 36382
Wy 22 2710 15,048 15,842
wi 53 6,501 32,286 31,589
WY 1 325 1,718 1676

Source: HGFA, Office of Information Services: Data from the Medicare Decision Support
System; data development by the Office of Strategic Planning.
Note: Totals for charges and reimbursemants are rourided.

4. HOSPICE FACILITY-BASED CARE

To provide services to a broad population, hospices engage in a vari-
ety of arrangements and models of care. A hospice may contract with
an approved hospital or skilled nursing facility o provide inpatient hos-
pice care. Hospices provide routine home care services to residents of
nursing and assisted living facilities. Some hospices own inpatient facil-
ides; others lease beds from hospitals or skilled nursing facilities and
provide staffing or care plan supervision.

To better understand the various types of inpatient models of hos-
pice care, a 1996 study of inpatient hospice units conducted for the
National Hospice Otganization by Daleview Associates identified 97
inpatient facilities that were owned or leased by a hospice, staffed by a
hospice, and whose major policies and procedures were sec by 2 hos-
pice. Of these facilities, 50 were freestanding and the other 44 were
physically located within other facilities (3 did not complete the ques-
tionnaire). Thesc units, averaging fewer than 13 beds are small by
health facility standards; however, they represent a growing sector of the
hospice market.*

5. REVENUE

The nation's expenditure for health care was projected at $1,147 bil-
lion in 1998 Although little information is available specifically on the
total national expenditure for hospice, detailed data are available on
Medicare hospice expenditures and utilization. Some data also are avail-
able on hospice spending under the Medicaid program. In addition to
Medicare and Medicaid, some hospice revenues come from private
insurance companies. Community donations and grants also contribute
to the revenue base, often to fund unreimbursed care and hospice ser-
vices for patients with little or no insurance. Table 3 shows the break-
down of 1994 hospice expenditures by sources of payment.

A. MEDICARE SPENDING AN UTILIZATION

‘The hospice Medicare benefit xepresents a small proportion of the
total Medicare spending. In 1998, one percent of total benefit pay-
ments were estimated to be spent on hospice care (see Table 4). The
1999 projections indicate that hospice care will continue t be a small
proportion of the total Medicare spending. More than 47% of the esti-
mated $210 billion Medicare spending in fiscal year 1998 and nearly
40% of the projected $222 billion spending in fiscal year 1999 goes to

Distribution of Hospice Primary Payment Source, 1995
Source of Payment Percent

Medicare 85.3
Medicaid/MediCal 78
Private Insurance 120
Indigent Care 42
Other 107

Source: The National Hospice Organization online, Hospice Fact Sheet.
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Medicare Benefit Payments, FY98 and FY99
1998 (Estimated) 1999 {Projected)

Amount Percent of Amount Percent of

($millions) Total ($millions) Total
Total Medicare Benefit Payments™ 210,136 100.0 222,668 100.0
Part A
Hospital care 86,563 412 87,664 394
Skilled nursing facility 13,381 64 13,812 62
Home health 14,490 69 18,032 8.1
Haospice 2,080 10 2,181 1.0
Managed care 17,807 85 19,535 8.8
TOTAL 134,321 63.9 141,224 634
Part B
Physician 31,594 15.0 32,930 148
Durable medical equipment 4,246 20 4,248 18
Carrier lab 4,779 23 479 22
Other carrler 4,254 20 4371 20
Hospital 10,625 51 1175 50
Home health 273 01 345 02
Intermediary lab 1,683 08 1,844 0.8
Other intermediary 4,228 2.0 4,625 21
Managed care 14,132 87 7,117 77
TOTAL 75,815 36.1 81,444 36.6
Source: HCFA, Office of the Actuary, 1999 Trustees Report (April 9, 1999).
*Part A total does net include peer review organization payments. Figures may not add to totals due to rounding.

hospitals and about 15% of Medicare spending is for physician ser-
vices for both years.

With the growth in Medicare-certified hospices, there are concomi-
tant increases in Medicare's total reimbursement to hospices. Table 5
shows the FY97 distribution of hospice udlization by type of haspice.
Freestanding hospices served a majority of the hospice recipients. In
contrast, skilled nursing facility-bascd hospices served the fewest num-
ber of hospice clients. Tn 1998, over 39 million aged and disabled per-
sons were entolled in the Medicare program. For the federal fiscal year
ended September 30, 1997, 374,723 enrolices received hospice ser-
vices, which is more than four times the number of hospice recipients
in 1990 (see Table 6).

Medicare Hospice Outlays, Clients, and Days per
Client, by Type of Agency, FY97

Percent Number Average Days
Auspice of Qutiays  of Clients per Client
Freestanding 55.5 193,765 534
Hospital-based 174 68,688 479
Skilled nursing facility-based 0.6 2,547 399
Home health agency-based 268 109,723 459

1000 374,723 501

Source: HCFA, Bureau of Policy Development (April 1999},
Nate: The total for average days per client is weighted by the number of beneficiaries in
each hospice type.

Medicare hospice expenditures climbed from $118.4 million in
1988 to $2 billion in FY97 (sce Table 6). Although the number of hos-
pice users increased to 374,723 in FY97, the average siay declined
slightly from 54.5 dags in FY96 10 50.1 days in FY97.

The need for Medicare-certified hospices will continue to rise due
to an aging population, the increasing interest and concern about end-
of-life care, and rising health care costs. Mere importantly, both med-
ical professionals and the general public are choosing hospice care over

Medicare Hospice Outlays, Clients, and Days per
Client, FY88-FY97

Fiscal Quilays Number Average Days
Year {$millipns) of Clients per Client
1988 1184 40,356 372
1989 205.4 60,802 448
1990 308.8 76,491 484
1991 445.4 108,413 445
1992 8536 156,583 56.1
1993 11519 202,768 572
1994 13167 221,849 589
1936 18305 302,608 58.8
1996 19440 338,273 545
1997 20245 374,723 501

Souree: HCFA, Office of the Actuary, Center for Health Plans and Providers (April 1988).
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other forms of health care delivery because of its holistic, patient-fami-
ly, in-home-centered philasephy.

The Medicare fiscal intermediary caloulates cach hospice's cap
amount by multiplying the adjusted cap amount by the number of
Medicare beneficiaries who elected to receive hospice care from that
hospice during the cap period, a 12-month period ending September
30 of cach year. Each hospice must refund Medicare payments in excess
of this cap amount.

Medicare payments for hospice services are made on a prospective
basis under four levels of care and adjusted by an arca wage index. This
local adjustment is necessary to permit payment of higher rates in areas
with high wage levels, and proportionately lower rates in areas with
wage levels below the national average. Industry representatives, includ-
ing the Hospice Association of America, participated in a negotiated
process for rulemaking with the Health Care Financing Administration
to derive a new wage index. This new wage index, which for a period
consisted of a blend of the old and the new area wage index, is now
based on hospital wage data.

The Medicare hospice rates also vary according to the level of carc
furnished to the beneficiary. The FY2000 published payment rates,
which are adjusted by the hospital market basker index reduced by 1%,
are as follows:

+ Routine Home Care Day--§98.96. This category s for individuals
recciving hospice care at home. The rate does not vary by volume or
intensity of services.

« Continuous Home Care Day--$577.59 for 24 hours or $24.07 per
hour. Individuals in this category must need skilled services for a peri-
od of ar least cight hours within a 24-hour period beginning ar mid-
night, but only for brief periods of crisis and only as necessary to main-
tain the terminally ill individual at home.

+ Inpeient Respite Carc Day--$102.37. Care may be provided for
no more than five days at 2 time in an inpatienc facility.

+ General Inpatient Care Day--$440.22. Care may be provided in a
hospital, skilled nursing facility, o inpatient unit of a freestanding hos-
pice,

Table 7 shows the distribution of Medicare hospice expenditures and
utilization by the type of carc. Table 8 provides the average Medicare
reimbursement per unit of care for the four categories of hospice care
and hospice-related physician services.

Medicare payments to hospices are subject to an overall aggregate "cap
amount.” The cap amount is adjusted annually for inflation or deflation.
For the fiscal year ending October 31, 1999, the cap amount is $15,313.

B. MEDICAID SPENDING FOR HOSPICE

As is true for Medicars, hospice services represent a relatively small part
of rotal Medicaid payments. Table 9 shows that of the $123 billion in
Medicaid vendor payments, nearly half went for hospiral and skilled nurs-
ing facility services. Hospice is an optional Medicaid service, cutrently
available in 43 states and the Districe of Columbia (sce Table 10). In FY97
hospice services comprised only 0.3% of rotal Medicaid payments.

Medicaid hospice expenditures totaled $327.3 million in FY97, an
increase of 2.7% over the $318.7 million spent in FY96 (sec Table 11).

Medicare Hospice Utilization, Type of Care,

FY96 and FY97
Type of Gare Units of Care Units of Gare Pertent

FY96 FYo7 Change
Routine days 17,862,843 18,189,764 1.8
Continuous hours 1,193,623 1,190,982 -02
Inpatient respite days 47218 47,790 12
General inpatient days 451,395 470,593 43
Physician procedures 185,970 200,376 77
Saurce: HCFA, BPD {April 1999).

BLE 8
Average Medicare Reimb for Hospice
Care, FY96 and FY97
FY96 FYo7

Routine home care (per day} $ 95.25 $ 9728
Cantinuous héme care {per hour) 24.46 23.93
Inpatient respite (per day) 99.54 100.44
General inpatient care (per day) 437.75 44519
Physician services (per procedure) 59.15 60.39

Saurce: HOFA, BPD (April 1999).
Note: Average reimbursements based on fotal outlays and toial units of care,

Medicaid Payments, by Type of Service, FY97

Amount {$millions) ~ Percent af Total

Inpatient hospital 231426 187
Nursing home 30,503.8 247
Physician 7.041.0 57
Qutpatient hospitat 6,169.0 50
Home health 12.236.6 9.9
Hospice (b) 3273 03
Prescription drugs 11,8723 97
ICF {MR} services {c) 9,798.3 79
Other 22,3601 181
Total payments (a} 1235510 100.0

Source: HOFA, Division of Medicaf Statistics. Data are from Form HCFA-2082, with the
exception of hospice data, which are from Form HCFA-84. (HCFA Onfine, April 1999).
Nofes: (a) Total outlays include hospice outlays from the Form HCFA-64 plus payments.
for all service types included in Form HCFA-2082, net just the eight service types listed.
FY7 totals exclude data from Hawai. {) Hospice outlays come from Form HOFA-64. All
other expendiiures come from the Form HCFA-2082. The federal share of Medicaid's hos-
pice spending is $186 million, or 56.8% of the total FY97 Medicaid hospice paymens.
(c) ICF is intermediate care facilities.
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Number of States Offering Hospice Under Medicaid, 1987-1998

Total States
Year Number States Added Dropped
1987 6 FL, KY, MI, MN, ND, VT
1988 15 DE, HI, IL, MA, NE, NY, NC, RI, TX, Wi MN
1989 24 AZ, CA, GA, ID, KS, MO, MT, PA, TN, UT NE
1990 32 AL, AK, A, MD, MN, NM, OH, VA, WA ™
1991 34 €0, MS, TN AK
1992 35 NJ
1993 36 DC, Wy A
1994 38 OR, WY
1995 40 AK SC
1996 M AR
1997 42 N
1998 44 ANV
Source: State hospice and home care prganizafions and HCFA, Bureau of Data Management and Strategy.

€. MANAGED CARE AND HOSFICE

Increasingly, health care services in the United States are financed
through managed care organizations. A managed care contract gener-
ally specifies a negotiated fee, often called a capitated payment, for the
care of patients. A. fully capitated plan specifies a lump sum payment
per entollee to cover all care provided through the plan. Choice of
provider and access to specialty care vary under managed carc arrange-
ments, but there tend to be incentives for consumers to use certain
providers who are part of the managed care organization’s network. In
contrast, traditional health insurance, commonly known as fee-for-
service, pays providers of carc based on the number of services deliv-
ered, with few limitations on which providers could be paid.
Managed care is most prevalent in the employer-based health insue-
ance market. In 1995, three out of four insured workers received
health benefits through a managed care plan.* Managed care enroll-
ment has increased among Medicaid beneficiaries particularly in
states that have federal waivers to convert their Medicaid program to
a managed cate program. As of January 1999, more than 54% of
Medicaid beneficiaries were part of managed care arrangements.®
Medicare managed care enrollment has increased at a slower pace.
As of January 1999, about 15% of Medicare beneficiaries were pare
of Medicare managed care plans.’

When a Medicare-cligible patienc who is an enrollee of a Medicare
participating managed care organization (MCO) elects hospice care,
the hospice services must be provided through 2 Medicare-approved
hospice, and the individual must meet the eligibility requirements
specified by Medicare. The patient does not need a referral from the
MCO and is not required to disenroll from the MCO. Medicare pays
the hospice for hospice services and the MCO for attending physician
services and services not related to the patient’s terminal illness. In
addition, MCOs are required to inform enrallees about the availabili-
ty of hospice care if: a) a Medicare-certified hospice is located in the
MCO's service area; or b) it is common practice to refer patients to
hospice programs outside such service area.

The increasingly competitive bealth care market has created

incentives for hospices to enter managed care provider networks.
iderabl

Although hospices have experience ing pay-

ments under the Medicare prospective rei; system'’s per-

patient cap, little is known about the extent to which hospices have
entered into managed care arrangements or what impact these
arrangements have on hospice clients.

6. HOSPICE RECIPIENTS

As shown in Table 12, most patients receiving hospice care are elder-
ly—about 68% are age 65 or older. Hospice patients are nearly as like-
ly to be male as female. Most hospice patients are married.

Medicaid Hospice Outlays, FY87 - FY97
Fiscal Outlays Annual Percent
Year ($millions) Change
1987 15 n/a
1988 39 165.4
1989 188 3854
1990 202 70
1991 441 1179
1992 842 90.9
1993 128.9 53.1
1994 1976 533
1895 2835 435
1996 3187 124
1997 3273 27

Source: HGFA, Medicaid Bureau (Form HCFA-64) (HCFA Online, July 1999).

Note: FYS6 tofals exclude dala for Florida and Hawaii. FY97 totals exclude data for Hawail,
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National Hospice Usage, by Client Age, Gender,
Race, and Marital Status, 1996
Percent Percent

o . - BIen . - ruen
Age Race

A5 years 8.1 White 789

45-54 years 79 Black i1.2

55-64 years 148 Other or unknown 9.9

=65 years 675

65-69 years 87 Marital Status

70-74 years 156 Married 484

75-79 years 145 Widowed 294

80-84 years 123 Divorced or

separated 65
>85 years 164 Never married 93
Unknown 6.4

Gender

Male 503

Female 497
Souree: B. Haupt, "An Gverview of Home Health and Hospice Cars Patients: 1996
National Home and Hospice Care Survey," in Advance Data from Vital and Health
Statistics, Centers for Disease Contra! and Prevention, National Center for Health
Statistics, No. 287, April 16, 1998,
Nofe: Percentages based on sample representing 393,200 hospice discharges in 1996.

7. CLIENT DIAGNOSES

A recent survey; conducted by the National Center for Health Staristics,
found 71% of persons discharged from hospice care in 1996 had condi-
tions related 1o neoplasms as their firse-listed diagnosis (see Table 13).
Cancer of the lungs, breast, and prostate accounted for most of the malig-
nant ncoplasms.” Comorbidity is common among hospice patients; two-
thirds of hospice care patients had two or more diagnoses at admission,
Other frequent admission diagnoses for hospice patients were infectious
and parasitic diseases, which includes human immunodeficiency vimus
(HIV); discascs of the nervous system and sense organs, including
Alzheimer's, Parkinson's, meningitis, etc diseases of the circulatory sys-
temn; and diseases of the respiratory system.

8. VALUE AND COST-EFFECTIVENESS OF
HOSPICE

Tn comparison to hospital and skilled nursing facilities’ costs, hospice is
a cost-cffective service. Table 14 provides a comparison of the average cost
for a Medicare patient to stay one day in 2 hospital, a skilled nursing facil-
ity, and a hospice. Hospice charges per day ate substantially lower than the
hospital and skilled nursing facilicy charges per day:

Various studics on the cost-cffectiveness of hospice, both federally and
privately sponsored, also provide steong evidence that hospice is a less cost-
Iy approach to care for the terminally ill than the traditional approach. A
1988 study conducted by Abt Associates for HCFA concluded that in the
first three years of the hospice benefit, Medicare saved $1.26 for every
$1.00 spent on hospice care’ The study found that much of the savings

from hospice care relative to conventional care accrue in the-last month of
life, which is due, in large part, to the substitution of home care days for
inpatient days during this period. These savings, however, are sensitive to
the lengeh-of-entollment in a hospice; as the beneficiaries' average length-
of-entollment increases, the savings associated with hospice decreases.
The National Hospice Organization (NHO) published an update to
the Abtstudy in 1995."° The findings of this study, conducted by the con-

sulting firm Lewin-VHL Inc., affirm the 1988 HCFA study. Adjusting for

hi i

sample differences in d medical, and prog; 1 charac-
teristics, the NHO/Lewin-VHI study found that the hospice beneficiaics
who enrolled in the fast month of life cost Medicare $2,884 fess than the

nonusers.

Table 15 displays ratios that compare the dollars saved by Medicare in
Part A expenditures for every dollar spent on hospice bencfit and other
Part A expenditures for hospice patients. Medicare saved $1.65 for every
dollar spent in the last month of life on hospice beneficiaries who enrolled
one month or less before death. The ratios in Table 16 reflect the dollars
saved by Medicare, in both Part A and B expenditures, for every dollar
spent on a hospice patient. For hospice users enrolled less than one month
before death, the ratio of total Medicare dollars saved to dollars spent was
1.68-a nct savings of $0.68 for every dollar spent.

Both Tables 15 and 16 show that the Medicare saving ratios decline for
carlier months before death. For example, in Table 16, for hospice users
who enrolled berween 60 and 89 days before death the savings ratio was
$0.84-—in the first month of enrollment—a net cost of $0.16 for every
dollar spent on hospice; however, the overall net savings associated with
this length of enrollment was 49 cents on the dallar. While hospice users
with the shortest length-of-enrollment experienced the greatest savings (a
net savings of $0.68 per dollar spent), even those with lengths-of-enroll-
ment between 180 and 209 days were associated with a net savings of
three cents for every Medicare dollar spent.

Additional research on hospice supports the premise that cost savings

n In i

associared with hospice care ate { because

il Medicare parients often delay entering hospice care until they are with-
in just a few weeks or days of dying, suggesting more savings and more
appropriate treatment could be achieved through earlier enrollment.
Using 1990 Medicare claims data, Christakis and colleagues found the
median length of stay for hospice patients was only 36 days.! Moreover,
only 15% of the dying utilize hospice care.? The difficulty of predicting
death may account for part of the delay along with the reticence of care-
givers, patients, and family to accept a terminal prognosis. Education
about hospice and its benefits may help broaden its use and improve end-
oflife care.

Cost-effectiveness is not the sole rationale for hospice care. More com-
pelling is the fact that hospice is a humane and compassionate way to
deliver health care and supportive services. Based largely on interviews
with family members, a study of the end-of-life experience of 3,357 older
decedents and seriously.ill patients who died reported that 40% were in
severe pain prior to their death and 25% experienced moderate to great
anxiety or depression before they died.” The researchers reported very few
of the patients received hospice care prior to death and suggested that
encouraging hospice ‘might alleviate some of the distress that patients
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typically face at the end of life, Hospice care allows terminally ifl patients
and their families to remain together in the comfort and dignity of
home—preserving one of our country's most impornt social values,
keeping familics tagether. Tn addition, hospice care allows family mem-
bers ta take an active role in providing or supplementing the care given
by formal caregiver(s).

The public heavily favors hospice care as an alternative to institution-
al care. A 1996 NHO poll conducted by the Gallup Organization report-
ed that closc to nine our of ten American adults said that if diagnosed
with a terminal illness, they would prefer to be cared for in the familiar-
ity and comfort of their own home or a family member's home rather
than  hospital, nussing home, or similar facility

9. HOSPICE STAFF

Hospices employ physicians, nurses, home care aides, social warkers,
chaplains, cherapists, and counselors who work together as an interdisci-

plinary team to coordinate an individualized plan of care for each patient
and family. Licde information is available on the total number of "formal”
hospice caregivers. Neither the Bureau of Labor Statistics nor the major
organizations that collect information on health care providers gather
detailed information on the entire hospice industry. However, HCFA col-
lects information on Medicare-cerrified hospice staff (sec Table 17).

Hospice organizations also rely heavily on volunteers. Table 17
shows thar on average Medicare-certified hospices natiomally have
about the same number of volunteers as employees. A closer look at
each categiver type shows that there are generally more employees than
volunceers, except for the homemaker and “other” categories.

It s also important to note that many terminally ill patients reccive
informal cate. Tnformal caregivers represent family members, fricnds, or
other unpaid helpers who are not trained as hospice volunteers. All
Medicare hospice volunteers must participate in intensive volunteer
training programs.

Percent of Hospice Discharges by First-listed and All-listed Diagnoses at Admission, 1995-96

Unknown or no diagnosis

ICN-8-CM code’ Primary All-fisted

Admission Diagnosis Diagnosis Diagnoses
Infectious and parasitic diseases 001-139 *39 7
Human immunodeficiency virus (HIV) disease 042 29 *16
Neoplasms 140-239 7086 500
Malignant neoplasms 140-208,230-234 697 496
Malignant neoplasm of trachea, bronchus, and lung 162,197.0,197.3 219 12.0
Malignant neoplasm of breast 174-175,198.81 44 22
Malignant neoplasm of prostate 185 33 17
Endocrine, nutritional, and metabolic diseases and immunity disorders 240-279 * 32
Diabstes mellitus 250 * 17
Diseases of the blood and blood-forming organs 280-289 * *0.7
Mental disorders 290-319 * 25
Diseases of the nervous system and sense organs 320-389 32 40
Diseases of the circulatory system 390-459 96 171
Essential hypertension 401 * 30

391-392.0,393-398,

Heart disease 402,404,410-416,420-429 6.8 86
Diseases of the respiratory system 460-519 52 6.2
Diseases of the digestive system 520-579 * 18
Diseases of the genitourinary system 580-629 24 21
Diseases of the skin and subciianeous tissue 680-709 * *
Diseases of the musculoskeletal system and connective tissue 710-739 * 19
Symptoms, signs, and ill-defined canditions 780-799 - 45
Injury and poisaning 800-999 * *
Supplementary classification V01-v82 * 15
All other diagnoses 630-676,740-759,760-779 * *

Sourte: National Center for Health Statistics, 1996 National Home and Hospice Care Survey,

*Figure does not mest standard of reliaility or precision.
..Gategory nat applicable

Nate: Percentages based on sample representing 393,200 hospice patients discharged from October 1995 to Septernber 1996.

"Based on ihe nternational Classification of Diseases, 9th Revision, Clinical Modification (1CD-9-CM) (12,
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Comparison of Hospital, SNF, and Hospice

Medicare Charges, 1995-1998
1995 1935 1997 1998

Huospital inpatient
clarges per day $1809  $2088  $2.238  $2177
Skilled nursing facility
Curges per day 402 443 87 482
Hospice charges per
covered day of care 103 1% 108 13

Sourpes: The 1995, 1996 and 1997 hospital and SNF Medicare charge data ars iram the
Anual Statistical Supplement, 1998, to the Social Security Bulfetin, Social Security
Administration {November 1998). The 1995 and 1996 hospice chiarge data are from the
Heallir Garg Financing Reviw, Statistival Supplement, Health Care Financing
Administration; 1997 and 1398, respectively.

Nete: Additional years are projected wsing consumer price index forecasts from the
Bureau of Labor Statistics web site.

Al STAFF TIVITY

"The National Association for Home Care (NAHC) surveyed its memn-
ber agencies in 1996 to estimate the sverage numbey of visits provided in
an 8- hour day by salaried and hourly workers.” Average productisity for
eraployees providing hospice care is shown in Table 18. Hospice staff
ranged from 2.5 visits per day on average for masters' prepared social
wotkers to 4.5 visits per day on average for home health aides. Registered
nurses provided 3.7 visits per day on average; ticensed practical nurses pro-
vided 4.2 visits per day. Social work visits are generally more time intea-
stve, whick may account for differences by discipline. The productivity
tmeasure was based on a definition from the Uniform Data Set on Home
Care and Hospice in which the average number of visits per day is esti-
mated for each discipline based on the number of paid haurs for salaried
and hourly workers excliding holiday, vacation and sick leave. Hawever,

| ez s I

Month, 1992

Adjusted Medicare Part A Reimbursement Saved per Dollar of Hospice Outiays, by Length of Enrollment and

Length of Enrollment

Less Than 30-59 §0-38 90-119 1268-143 150-179 180-208
1 Month Days Days Days Days Days Days
Last mosth of fife 1.65 213 208 196 198 1.89 086
Month 2 091 107 100 081 090 0.95
tonth 3 0.88 0.76 0.69 068 0.68
Month 4 0.62 062 055 0.52
Month 5 057 051 047
Month 6 048 048
Month 7 845
Tolal for all months after
hospice enlry 165 1.48 1.29 109 096 .86 9.82

Medicare Part A claims irom the Natioral Claims History File

Souree: Lewin-VHI, Inc. for the National Hospice Organization, "An Anialysis of the Gost Savings of the Medicare Hospice Benefit," May 2, 1995, Lewin-VHi analysis of 1981-1992

Note: To obtain the net difference hetween haspice and ronhospice decerdent Part A outlays, subliact 1.0 from the rurnber in the table celt,

Enrallment and Month, 1992

Atjusted Medicare Part A and Part B Reimbursement Saved Per Doflar of Hospice Dutiays, by Length of

Length of Enrollment
90-119

Less than 30-50 60-89 120-149 150179 180:208
1 Month Days Days Days Days Days Days
Lagt month of life 168 245 238 225 234 217 108
Manth 2 101 135 12 147 115 1.22
Manth 3 084 0.99 091 091 081
Wonth 4 072 0.83 0.7 0.72
Month & 067 0.73 067
Manth 6 0.57 .85
Month 7 056
Tolat for alt months after .
tospics sntry 188 184 143 128 11 165 103

Source: Lewin-¥HI, ‘nc. for the Nationa! Hospice Organization, "An Analysis of the Gost Savings of the Medicare Hospice Benefit," May 2, 1995.
Neie: To obtain the net difference betwsen hospice and nonhospice decadent Part A and B outlays, subiract 1.0 from the number in the table cel
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the sample of agencies was nonrandom and relatively small; therefore, the
results may not be sepresentative of all hospices. In addition, staff paid by
the visit were excluded from the analysis due to variation in agency prac-
tice and data collection limitations.

E. HOSPICE EMPLOYEE COMPENSATION

A 1998 survey conducted by the Hospital & Healthcare
Compensation Service in cooperation with the Hospice Association of
America (HAA) collected information from more than 300 hospices on
the salary and bencfits provided to employees in 69 job categories,
including both administration and nensupervisory positions, Summary
results for administrators are provided in Table 19, Table 20 provides
summary data on the hourly and per visit compensation raes for hospice
caregivers

Number of Full-time Employees and Volunteers
Working in Medicare-certified Hospices, 1998

Caregiver Type Employees Volunteers
Counselors 2220 2,042
RNs 14,067 8,756
LPNs/LYNs 2,038 194
Physicians 1,662 1,084
MSWs 3,640 169
Homemakers 1,680 2488
HHAs 8,672 474
Other 8,579 30911
TOTAL 42,558 46,099

Source: HCFA, Health Standards and Quality Bureau. Onfine Survey Certification and
Reporting data through September 30, 1998.

Staff Productivity in Hospice

Number of Visits per 8-hour Day
Salaried and Haurly Hospice Staff Number

of Hospices

25th 75th
Mean Median Percentile Percentile
Home Health Aids Iil* 45 44 34 52 57
Pragtical Nurse {LPN) 42 34 26 6.0 15
Registered Nurse (RN) 37 31 23 42 72
Social Worker (MSW) 25 2.1 15 30 55

Source: NAHC Home Care and Hospice Staff Productivity Report, 1997.

employees paid by the visit,
* The Home Health Aide fil is trained to provide medically directed services.

Notes: Productivily per 8-hour day is: (Number of visits per discipline) divided by (Paid hours per discipline minus Paid hours for vacation, sick, and holiday leave) x 8. Excludes

Average Compensation of Hospice Executives, October 1998

Salary by Percentile
25th Median 75th
Director of hospice $47,070 $56.035 866,516
Top-fevel financial executive 44,234 55,598 69,007
Director of nurses/clinical services 43,000 49,062 59,266
Director of social work and counseling 35,414 40,456 46931
Utilization review/quality assurance manager 40014 45250 50,743

Source: Hospice Salary & Benefits Report 1398-99, Hospital & Healthcare Compensation Service in cooperation with Hospice Association of America, 1998,

Notes: Direstor of Hospice is the top level position for the hospice, and can be the owner, Top Level Financial Executive is responsible for direction and coordination of activities
concerned with financial adminisiration. Birectar of Nurses/Clinical Services plans and implements clinical nursing services. Director of Social Work and Counseling is
responsibie for planning and administering social work and counseling pragrams and may include Supervision of Bereavement Coordinator and Chaplain. Utilization Review/Quality
Assurance Manager is responsible for ensuring that appropriate care is provided to clients and that afl employee and clinical records are in compliance with licensure Tequirements.
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, October 1998

Average Hourly and Per Visit Compensation of Selected Hospice Caregi

Per-Haur Rate Range Per-Visit Rate Range
Average Average Average Average
Minimum Average Maximum Minimum Average Maximum
) # (] $) i) $

Registered Nurse (RN) 1510 18.18 2126 26.78 31.98 37.18
Practical Nursg (LPN) 10.38 12.44 1449 16.19 18.82 21.48
Physical Therapist 19.66 2379 2793 38.96 4383 4870
Social Worker (MSW) 14.06 16.98 19.90 35.06 38.96 4286
Dir. of Volunteer Sves. 12.43 1521 17.92 nfa nfa n/a

Saurce: Hospice Salary & Benefits Report 1988-99, Hospital & Healthcare Compensation Service in Cooperation with Hospice Association of America, 1998.

Notes: The averags rate is based on the reported weighted average of workers with the same job title in an agency. Similarly, the minimum and maximum averages are weighted by agency.
Physical Therapist organizes and conducts medically prescribed therapy programs invalving exercise and oiher treatments. Social Worker identifies and analyzes the social and emo-
tional factors undertying client illness, Master's of Sucial Work degree required. Director of Valunteer Services organizes and directs a program for recruiting and training volunteer
workers. Practical Nurse is a licensed Practical Nurse.

National Hospice Organization licensure survey (February 1998).
* Etimate of hospice patients cared for in 1996 prepared by the National Hospice Organization.

* National Hospice Organization, "The 1996 National Hospice Organization Inpatient Facility Survey.” Prepared by Daleview Associates.
Copyright 1996.

+Smith, S., M. Frecland, S. Heffler, D. McKausick, et al. "The Next Ten Years of Health Spending: What Does the Future Hold?” Health Affsirs,
vol. 17, n0.5 (1998).

> Jensen, G, M. Mortisey; S. Gaffney; and D0, Liston. "The New Dominance of Managed Care: Insurance Trends in the 1990s," Health Affiirs,
yol. 16, no. 1 (January/February 1997), p. 136.

¢ Health Care Financing Administration, "Managed Care and Medicare,” Online fact sheet: www.hcfa.gov (February 1999).

7 Thid.

¢ Haupt, B., "An Overview of Home Health and Hospice Patients: 1996 National Home and Hospice Care Survey,” Advance Data from Vital
and Health Statistics, no. 297, Hyattsville, MD: National Center for Health Sratistics (Apxil 16, 1998).

> Kidder, D., "The Effects of Hospice Coverage on Medicare Bxpenditures” Health Services Research, vol. 117, 1992, pp. 599-606.

1 National Hospice Organization, "An Avalysis of the Cost Savings of the Medicare Hospice Benefit” Prepared by Lewin-VHI, Inc. Copyright
1995,

" Chyistalis, N. and J. Escatce. "Survival of Medicare Patients After Enrollment in Hospice Programs," New England Journal of Medicine, vol.
335, no. 3 (July 18,1996) pp. 172-178.

2 Egtimate based on number of hospice sers and total deaths in 1995.

% Lyan, J., J. Teno, R. Phillips, A. Wi, N. Desbiens, et al, "Perceptions by Family Members of the Dying Experience of Older and Seriously Ill
Patients” Annals of Tuzernal Medicine, wol. 126, no. 2 (January 15, 1997), pp. 97-106.

1 "Knowledge and Attitudes Related to Hospice Care," Prepared by the Gallup Organization for the National Hospice Otganization. Copyright
1996.

5 The 1997 Home Care and Hospice Staff Productivity Repors is available through NAHC Publications Deparoment, 228 Seventh Strect, SE,
Washington, DC 20003; 202/547-7424.

1T order a copy of the Hospice Salary 8¢ Benefits Report, contact HAA's Publications Department, 228 Seventh Strcer, SE, Washington, DC
20003-4306; 202/546-4759.
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Thank you Mr. Chairman and members of the committee. | appreciate the
opportunity to appear before you today. My name is Norman Goldhecht and |
serve on the board of directors of the National Association of Portable X-Ray
Providers (NAPXP) as the Regulatory Chairman. | am also owner of a portable

radiology service company in New Jersey.

Mr. Chairman, the portable x-ray industry has been seriously threatened by the
passage of the Balanced Budget Act of 1997 (BBA 97). We are now truly seeing
its effects and they are devastating to small business. Our industry is made up of
predominantly small businesses, small businesses that cannot withstand the razor

sharp cuts in revenue we have experience over the last several years.

There are three areas | would like to focus on this morning. | do not wish to sit
here and simply compfain about the problems my industry is currently enduring, |
want to offer some suggestions as to how we might move toward resolving our
problems. Thus insuring that we survive the massive changes to the Medicare

system currently underway.
The three topics | wish to focus on are as follows:
Rural Modifier

Transportation of EKG
Consolidated Billing
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Rural Modifier

Portable X-ray providers service many Skilled Nursing Facilities (SNF) and
Homebound Patients that reside in rural areas of this country. We must travel
considerable distances to and from these sites to offer these patients our valuable
and cost effect services. Our industry has been one of the first cost savings
alternatives for the Medicare System. Based on a 1995 Cost report performed by
Center for Health Policy Studies, the average charge to Medicare was approximately
$87.00 for a typical x-ray performed by a portable x-ray provider. The average
cost to transport the same patient by Ambulance was $420.00. If that patient is
admitted to the hospital the cost rises to the thousands. It shouid also be noted that
the transportation portion of our fee is pro rated among the number of patients
seen, the ambulance fee is per patient. We are recommending an additional fee
when our services are required in a rural area. We understand that this is an
established practice in other areas and we feel that the additional trave! that is
required would warrant such a request. The fee could be reimbursed in the form of
a special CPT code only to be used and billed when a provider performs services in
a rural area. |

Transportation of EKG Service.

Currently, we do not receive any additional reimbursement to travel tc a nursing
facility when performing a 12 Lead Electrocardiogram (EKG). This reimbursement
was taken away from our industry when the Health Ca;e Financing Administration
(HCFA) deemed CPT RO076 a non-covered service. This service had been a

covered service.

The current reimbursement for EKG technical component is $16.49. Thisis the
same reimbursement that a physician’s office or a hospital would receive if they
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were to perform the test in their offices. Each time an EKG is performed we must
dispatch a technician who must travel anywhere from 5 miles to 50 miles or more.

Clearly our expenses to perform this test are greater yet our ¢osts are not covered.

We feel the simple solution is to reinstate EKG transportation is as a Covered

service.

Consolidated Billing k

The pending onset of Consolidated Billing is a major issue facing our industry. We
have been working with several agencies to seek a resolution. The BBA mandated
Prospective Payment System (PPS) and Consolidated Billing for Skilled Nursing
Facilities. The basic premise of these acts is that they take away the control of the
billing aspects of our members and give them to the Nursing facilities. This can
cause a major problem to which constitutes the bulk of our industry. While
Consolidated Billing has been delayed, PPS has been in effect for over a year and we
have seen the effects. Under PPS, residents that are Part A patients of a SNF have
to be billed directly to the SNF and the SNF will reimburse the X-ray provider for
the service. The problems that we have encountered are that the SNF’s have sought
farge discounts and have delayed payment from 90 to 180 days. In some instances,
due to the large number of nursing home chains that have declared bankruptcy, we
have never received payment. This has put the small businesses in our industry in
financial difficulties. While PPS only represents a small portion of the work that is
performed by our providers it has given us a look into the future of Consolidated
Billing.

Consolidated Billing will require our members to bill the SNF for services performed
to the residents that are currently being billed to Medicare Part B. This will certainly
cause the small businesses a hardship. The SNF’s will demand discounts from our
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current fee schedules. The Consolidated Billing requirement of the BBA ‘97
requires that all ancillary services performed in the SNF be billed directly to the
SNF rather then each provider billing Medicare directly, Although Consolidated
Billing has been delayed, the principals behind the system causes serious problems
with small businesses. Medicare currently pays providers within 21 days of receiving
a valid claim and pays interest when they do not pay promptly. Additionally, a
provider never has to be concerned about receiving reimbursement or having to
give a disﬁount in order to provide services. The onset of Consolidated Billing would
cause providers to wait on average 90 days and up to 180 days or longer for
payment, The SNF's would also require the providers to give "discounts™ for the '
added billing expense that they would incur. The main objective of Consolidated
Billing was to reduce fraud and abuse. 1t was to make the SNF's the gatekeepers of
services performed in their facilities, so that they might monitor the billing that is
being done. This is a budget neutral issue as the amount of money the government
is paying is only being transferred from the provider to the SNF,

This is why we héve suggested the Voucher System. This would require the provider
to submit a bill at the end of each month to the facility for all services performed.
The Facility would have to sign off on an approved Voucher and the provider then
could bill Medicare and receive payment directly. This would accomplish a needed
compromise, The facility verification would cut down on fraud and abuse, while
alowing the providers to receive payment directly and promptly. it should be noted
that if the SNF's receive payment directly from Medicare for services that the
providers have delivered they would have a direct interest in having more services
performed. If they require providers to "discount” their services, they would
receive additional funds, meaning that the more services performed, the more
revenue to the facility. Since the SNF is the requester of services they control how
many services are to be performed.



86

The Voucher System is a budget neutral solution, which allows us to solve problems
that can arise with Consolidated billing whife still accomplishing the government's

main objective,

Thank you Mr. Chairman and Members of the Committee for the opportunity to
address you today. | would be happy to answer any questions you might have.,
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Thank you for the opportunity to testify on issues related to the impact of Medicare reform, including the
Balanced Budget Act of 1997 (BBA), on home health providers, and particularly upon small agencies operating
in rural areas. The National Association for Home Care (NAHC) is the nation’s largest horne care organization,
representing nearly 6000 Medicare-participating urban and rural home care agencies, including non-profit
providers like the visiting nurse associations, for-profit chains, hospital-based providers, and freestanding
providers.

NAHC is deeply appreciative of the attention the Chairman and Members of the Commitiee have shown
regarding the problems created by the home health provisions of BBA, NAHC respectfully offers the following
comments and recommendations on proposed refinements 1o the Medicare home care provisions included in
the BBA.

Balanced Budget Act Leads to Unprecedented Reductions In Home Health Utilization and Spending
The reductions in Medicare’s home health benefit since enactment of the BBA are startling and

unprecedented. Since fiscal year 1997 program expenditures decreased 48%, from $18.3 billion in FY87 to
$9.5 billion in FYS9. (Fig. 1)

Fig. 1
Medicare Home Health Qutlays
FY97-FY99
18.3
- 200 1 14.0
5 15.0 4
= 1004
o
w 50-
0.0 - e oy
FYg7 Fygs FYgg
EiSource; HCFA Office of the Actuary, Feb 2000, Home Health OQutlays

While other Medicare programs have seen reductions due to the BBA, no other decrease has been close to
what the home health benefit has experienced. (Table 1) In fact, FY99 was the first year in the history of the
home heaith benefit in which Medicare outlays for skifled nursing facility care exceeded those of home heaith.
Less was spent on Medicare home health services in FY99 than was spent in FY84 and 500,000 fewer home
health patients were served in 1998 than were served in 1997. Indications are that this trend has continued in
1999 and 2000.
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Table 1. Medicare Program Benefits, Fiscal Years 1997, 1998, 1999

FYa7 FY98 FY99
Benefit Type Amount ($billions)
Managed care 25.0 31.9 37.4
Inpatient hospitals 88.3 87.0 85.3
Skilled nursing facilities 12.6 13.6 124
Home health 18.3 14.0 9.5
Hospice 2.1 2.1 2.5
Physicians 32.0 323 335
Outpatient hospitals 10.7 10.5 9.7
Durable medical equipment 4.1 4.1 4.2
Other 14.0 14.6 13.8
TOTAL MEDICARE 207.1 210.1 208.3
Percentage Change by Benefit Type FY97-98 FY98-99 EY97-99
Managed care +27.6% +17.2% +49.6%
Inpatient hospitals -1.5 -2.0 -3.4
Skilled nursing facilities +7.9 -8.8 -1.6
Home health -23.9 -32.1 -48.1
Hospice 0.0 +19.0 +19.0
Physicians +1.1 +3.7 +4.8
Outpatient hospitals -1.8 -7.6 9.3
Durable medical equipment 0.0 +2.4 +2.4
Other +4.0 -5.5 -1.7
TOTAL MEDICARE +1.4 -0.9 +0.6
Source: HCFA, Office of the Actuary i i esti for the President's fiscal year 2001 budget.

Home health spending as a percent of Medicare has dropped precipitously from 9% of total Medicare outlays
in FY97 to just 5% of total Medicare benefits in FY99. (Fig.2) HCFA’s current projections for FY2000 indicate
that home health will drop further, to 4% of total Medicare outlays.

Fig. 2
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Medicare Program,
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Every state has seen reductions in Medicare home health utilization and expenditures since 1997. [n one year,
1997 to 1998, visits decreased 40%, the average payment per patient decreased 29%, and the average
number of visits per patient declined 30%.
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The Congressionat Budget Office (CBO) originally anticipated a $16.1 billion reduction in home health
spending over five years following enactment of the BBA. The most current CBO estimates and projections for
home health show that spending was reduced by a total of $19.7 billion in just two years (FY98 and FY98),
(Table 2) Based on the latest CBO projections, home care spending will be reduced by a total of $69 billion
over five years (FY98-FY2002)—or, four times the intended reduction.

Table 2. Home Health Reductions Exceed $60 Billion Through FYZéOZ

CBO Home Health FYS7 FYos FYg89 FY0O FYo1 FY02  FY98-02
Baselines ($billions}

January 1997 Outlays 18.0 21.1 23.2 253 275 29.9 127.0
BBA Target Outlays 19.0 20.0 212 21.2 23.3 25.2 110.9
March 2000 Outlays 17.5 14.9 9.7 9.8 111 12.5 58.0
Expected Reduction na. -1.1 -2.0 -4.1 4.2 4.7 -16.1
Actual Reduction n.a. -8.2 -13.6 -15.5 -16.4 -17.4 -89.0

Network of Agencies Severely Diminished

Not surprisingly, given the level of reduciions, home health agencies have been closing at a rate of more than
90 per month since October 1997, leading to a recorded loss of over 2,500 agencies nationwide as of January
2000. {Fig. 3) HCFA data, from which these figures are drawn, generally lags behind actual closures. These
losses are particularly problematic in states with large portions of their elderly population fiving in rural areas
(Appendix A). There are now fewer agencies serving Medicare patients than there were in 1994.

Agencies Less Able fo Provide Needed Care

Staffing levels of home health agencies have also decreased. From 1996 to 1989, over 133,000 full-time
positions in Medicare-certified agencies were lost. This reduction in full-time equivalent (FTE) staffing includes
51,305 fewer nurses, and 54,426 fewer home health aides available to care for patients in 1999 than were
employed by agencies in 1996,

The employment reductions in Medicare are in sharp contrast to forecasts of continued growth in demand for
home care personnel resulfing from strong underlying demographic trends which include an aging population,
increased availability of in-home medical technology, and consumer preference for avoiding institutionalization
or delaying entrance to nursing homes. The Bureau of Labor Statistics forecasts an 82% increase in the
demand for key home health personnetl for the period 1998 to 2008. Dug to the severity of the payment
reductions under the BBA, agencies increasingly are unable to offer competitive wages and benefits to attract
qualified staff and labor shortages are developing across the country as a resull.

Agencies Must Subsidize Medicare to Provide Services

Concern about the financial viabifity of home health agencies is growing as cost reports are settled and
overpayment nofices sent. One fiscal intermediary reported that 91% of home health agencies they oversee
had overpayments in 1998, for a total of over one billion dollars. These figures give an indication of the
extreme degree {o which home health agencies are subsidizing the Medicare home health program.

Further, agencies throughout the nation have reported tsing funds other than Medicare to help pay for the care
they provide to Medicare patients. An informal survey conducted during 1999 by NAHC revealed that 93% of
responding agencies must find other funding sources in order fo maintain home health access for Medicare
beneficiaries. The median subsidy was $165,000. Agencies are tapping funding sources such as state and
focal government monles, local community charitable funding, profits from other businesses or programs,
personal fines of credit, bank loans, bequests, hospital systems, and financial reserves in order to continue

3
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providing care to needy and sligible Medicare baneficlaries. This continuing subsidization of the Medicare
program means that agencies are less able to provide indigent care and other services that had been
previously funded from some of these same sources, and is threatening the financial viability of many
agencies.

Diminished Capacity to Serve Medicare Home Health Beneficiaries Leads to Access Problems

Reductions in utilization of the home health benefit have been dramatic. There were 500,000 fewer
beneficiaries served by Medicare home health agencies in 1998 than were served in 1997,

Studies that have examined access to the home health benefit since 1997 agree on one central point: for
certain groups of beneficiaries, access to the home heaith benefit has decreased. For example, a study of the
effects of the BBA on home health agencles conducted by The George Washington University (GWU) reported
that agencies were finding it increasingly difficult to meet the needs of high-cost patients, particularly complex
diabetics. Among hospital discharge planners surveyed as part of the GWU study, 68% reporied it was
increasingly difficult to obtain home health services for Medicare beneficlaries.

Despite strong evidence that certain groups of eligible patients are in some cases unable to find home heaith
care, The Medicare Payment Advisory Commission (MedPAC) in its March 2000 report to Congress
equivocates on the issue of access. The following excerpt from the report Is particularly suggestive:

MedPAC sponsored a survey of home health agencies to examine whether access has been compromised
by the IPS (MedPAC 1999). This research reveals that the broad impact of the IPS [interim payment
systerm] did not fulfill “the worst predictions,’ but has likely negatively affected beneficiaries (Abt Associates
1999). Results mdicare that the new payment system has led agencies to exercise cost-cutting

ing services to Medicare patients who have chronic, long-term
condttlons, especrally dtabet;cs More than half of agencies surveyed expected to exceed their per-
beneficiary limits and said that, as a result of the IPS, they would be more likely to decrease their
Medicare caseloads, deny admission to certain types of patients, discharge certain types of
patients, or reduce clinical staff or hours. femphasis added]

In its summary of previous research about access, MedPAC's report states,

The General Accounting Office (GAQ) found that access generally has not been impaired, despite the
closure of approximately 14 percent of home health agencies since 1997 (GAO 1999). But interviews
with key stakeholders in areas with higher frequencies of closures suggest that home health
agencies are asking more detailed information about potential patients, and that patients who
require costiier services are facing difficulty in finding an agency willing to provide visits.femphasis
added]

The controversy over the impact an access to home health is focused on how much access has been
compromised, not whether it has decreased. Several research institutes, including the Robert Wood Johnson
Foundation, have funded studies to look at the impact of the 8BA on home health beneficiaries.

Media reports have also identified access problems due to the BBA. In West Virginia, the death of a patient
has been linked fo the loss of home health services,

Problems are Exacerbated in Rural Areas

While the dramatic impact of BBA policies has affected every community in the nation, rural areas have been
even more severely impacted. The Walsh Center for Rural Health Analysis at Project HOPE conducted

4
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several recent studies related to home health, and the impact of certain policies on access to care in rural
areas,

“Rural and Urban Patterns of Home Health Use: Implications for Access under the Interim Payment System,”
by Janet P. Sutton, Ph.D., found that, “Home health agencies serving rural populations may experience even
more difficulty than urban agencies in adapting to the IPS [interim payment system] because visit costs tend to
be higher and episode lengths are longer. In general, rural populations are older and more chronically ill than
urban populations. These factors could indicate that rural home health users are more resource intensive, and
make them less desirable to treat..” The study aiso found that while rural and urban beneficiaries received
comparable numbers of skilled nursing visits, rural beneficiaries tended to need more home health aide
services, and were more likely to be long term users of home health services. Both of these characteristics
create disincentives for agencies to accept patients into care or, alternatively, result in higher costs for treating
beneficiaries in rural areas.

In an additional report by the Walsh Center, Project HOPE examined characteristics of the interim payment
system (IPS) and analyzed its impact on rural home health agencies and beneficiaries. The study, entitied
“Rural Home Health Agencies: The Impact of the Balanced Budget Act,” concludes that the reductions in
reimbursement associated with IPS resulted in many home health agencies being forced to close and access
to home health services in rural areas compromised. While not making specific recommendations, the report
conchudes that policymakers should focus on various Issues such as an agency's case-mix and the impact of a
PPS on rural areas that are served by urban home health agencies. Finally, the report notes that the impact of
PPS on small, hospital-based non-profit agencies will determine how rural agencies — most of which are
smaller, hospital-based, and non-profit — and rural beneficiaries will fare under this new reimbursement
environment.

Specifically, the report found that, under IPS, home health expenditures declined to 1984 levels and a
“significant number of home health agencies have ceased operating.” In fact, the report cites the
Congressional Budget Office (CBO) with crediting much of the decline in overall Medicare spending in 1999 to
the reduction in home health, whose expenditures declined by 15% in 1888. The report points out that 32 rural
counties lost their sole Medicare home health provider and an additional 87 rural counties lost at least half of
the number of home heaith agencies that used to serve their area.

To minimize any unintended conseguences of the new, fower reimbursement rates, the Project HOPE report
calls on policymakers to examine the possibility of excluding rural providers from home health PPS. The
Project HOPE study points to three areas where rural beneficiaries could be put at a disadvantage if subjected
to a home health PPS. Under PPS, the case-mix adjustment is partially based on the use of therapy services.
These services are less available in rural areas and, therefore, rural beneficiaries may be denied such
services. Moreover, under PPS, payment will be based on the beneficlary, not agency location. According to
the report, approximately one-quarter of rural Medicare home health beneficiaries rely on urban providers for
care. If, under PPS, these agencies reduce their services to rural beneficlaries, access to home cars may be
reduced in rural areas. Finally, the report calls for close oversight on the impact of PPS on smaller, hospital-
based, nonprofit agencies. Since most rural agencies share these characteristics, the impact of PPS on these
types of providers could very well mirror the impact of PPS on rural providers,

The cuts in home health reimbursements resulting from the BBA have also made it increasingly difficuit for
home health agencies to offer competitive wages and benefits. Increased regulatory burdens on home visiting
staff have also discouraged workers from continuing in home care. Recruitment and retention of home care
personrniel, including nurses and home health aides, is especially difficult in rural and other underserved areas.
Providing health care in these areas requires special knowledge, training, and commitment on behalf of health
care providers. Continuing education and training are often not readily available. Health care services can be
particularly interdependent in rural communities: when a rural hospital closes, many affiliated health care
personnel and services leave the area as well.
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There are a number of regulatory requirements or restrictions, which are particularly burdensome to
small, rural home health agencies. Of particular note are the following:

Branch Office Policies. Home health agencies, particularly in rural areas, may establish branch offices that
share administration, supervision, and services with the parent home health agency, and from which services
can be provided to a specific geographic area served by the “parent” agency. These branch offices: 1)
provide a home base for personnel that is close to the patients that the agency serves; 2) make supervision
available; 3} make patient records and supplies accessible; and 4) allow personnal to meet to coordinate care
with others whe are serving the patient, This is a very efficient, cost-effective means of providing high quality
service while avoiding duplication of administrative positions and functions. HCFA's regional offices have
adopted varying policies that restrict agencies’ use of branch offices, frequently by imposing artificial fime or
distance limits for establishment of a branch, causing many agencies to either close their branch offices,
thereby further limiting access to care, or establish them as separate parent agencies, incurring significant
additional costs to meet separate survey and certification requirements.

OASIS Data Collection Requirements. In 1999, home health providers were required to begin collecting data
on all home health patients receiving skilled services at the time of admission, at recertification, and at various
times during the course of their treatment in order to track outcomes of care. Because OASIS data must be
collected at specific time points, it cannot always be collected at the time of a regularly scheduled home health
visit, resulting in additional visits for which the agency Is not paid. . This is particularly burdensome for rural
agencies, where the travel time and distance between patients is longer.

Telemedicine. In recent years great strides have been made in telehealth technology and its uses in the
home. Currently, HCFA does not recognize telehomecare technology and visit costs as reimbursable by the
Medicare program. NAHC believes that Congress should authorize home health agencies to utilize PPS
payments in a flexible manner to achieve quality of care and efficiencies without adverse consequences
relative to payment, coverage, and complidnee with the conditions of participation. Optimal heaith outcomes
should be the main goal of the Medicare program and its reimbursement system. Home health agencies both
rural and urban should not be prohibited from taking advantage of new technologies and services, if equal or
better patient outcomes can be achieved with greater economies. HCFA has not clarified definitively whether
they deem it appropriate to utilize PP$ funds for the deployment and use of telehomecare equipment. We
believe that HCFA should fully authorize the use of telehomecare and other technclogy services under PPS.
This action will allow rural and urban agencies {o evolve in response to changes in practice patterns and
technology that affect the level of resources required to furnish home health services to different types of
patients.

Requirement for Home Health Aide Supervision. Home health aide supervisory requirements are focused
on observation of the patient rather than with the home health aide. in rural areas, this may result in increased
numbers of visits by registered nurses that are not reimbursed unless the nurse is already scheduled to make
a skilled visit. The home health requirements could be altered to allow agencies the flexibility to establish their
own policies for frequency of aide supervision based on the aide's skills, experience, and past performance.

The Move to Prospective Payment for Home Health: The Future of Home Care Hangs in the Balance

In the midst of the chaos that the BBA created, home heaith faces a major change in the Medicare payment
system thatis scheduled to taks effect October 1, 2000. The IPS that began in October 1897 will be replaced
by a PPS. The concept behind the new system is to encourage efficient provision of home health services by
paying an amount based on the average national cost of treating a home health client for 60 days. Final
payments to agencies are based on the average base payment, and adjusted to take into account patient
characteristics (case-mix) and labor market differences (wage index). An outlier payment is provided for cases
that exceed the expected costs.
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The goal of the PPS for home health is to encourage efficient provision of services without compromising
quality, Under a cost-based reimbursement system, there is no financial incentive 1o reduce utilization bacause
providers are paid for each unit of service. The IPS introduced a per beneficiary limit, which discouraged
agencies from providing care that costs more than their average cost of providing care in federal fiscal year
1994. There is no adjustment for patient need under I1PS; therefore, agencies have a financial incentive to
avoid high-cost patients who may cause the agency 1o exceed thelr aggregate per beneficiary imit. The PPS
mitigates this financial incentive to avoid high-cost patients by paying greater amotunts for higher need patients
and by aflowing agencies to be paid for multiple episodes as long as the patient continues to mestthe
Medicare home health coverage criteria. How successful the payment system is depends on how well the
systern calibrates to patient needs and whether payment rates are based on a sound financial foundation.

Results of the PPS per-episode demonstration indicate that prospective payment can reduce costs, but the
demonstration differed in significant ways from the proposed system. For example, the demonstration included
a loss sharing provision that prevented agencies from excess losses. No such provision is included in the
proposed system.

Agencies are guardedly optimistic about the payment system change. However, the following changes must
occur in order to provide a transition to PPS that will not further compromise access to the home health benefit.

1) Eliminate the 15% cut scheduled to take effect October 1, 2001, and restore full market basket
update. Although federal budget projections show growih in home health following implementation of the
PPS in October 2000, these projections are overly optimistic in accounting for the 15% reduction in
payment rates scheduled for October 2001. Agencies that have eliminated staff, reduced utilization and
cut costs to the bone to cope with the IPS, and whose PPS payments are based on the IPS budget, will not
likely respond to a payment system that pays them 15% below their previous year's amounts by increasing
services, {tis much more likely that a 15% cut in payments and below-inflation update factor will translale
into additional agency closures, layoffs and even greater access problems.

2

-~

Eliminate the budget neutrality adjustment. Congress set the Medicare home health PPS payment rate
equal to what Medicare would have spent if the IP$ continued, which is commonly referred to as the
budget neutrality adjustment. Because [PS has so severely cut expenditures, the budget neutrality
adjustment effectively reduces payment by 22% below the averags cost of a PPS episode. HCFA has
indicated during meetings with industry representatives that the budget neutrafity adjustment is likely to
remain 78%. While such an adjustment might have been necessary during a period of unprecedented
growth, home health is in a phase of dramatic decline. Given the unexpectedly dramatic decreases in
home health spending that have occurred since the BBA was enacted, no budget neutrality adjustment
provision is necessary to control spending. As long as the budget nautrality adjustment is tied to IPS, the
difficuities created under that flawed system are inherited by PPS.

3

o

Revise the spending target to provide adequate fi ing for ¢l of pati with specific
needs not accounted for in the payment rate. The case-mix adjusted PPS rate consistently underpays
for certain patients who require very expensive supplies or frequent visits. Such cases should be identified
and paid for separately to avoid introducing quality and access problems for these patients. Examples are
wound care and complex diabetic patients whose needs far exceed expected reimbursement under the
proposed PPS.

4

—

Recognize costs of new administrative requirements in PPS base rate. The PPS per episode payment
is based on 1996 cost report information with a modest adjustment for inflation. Neither the base rate,
computed using 1996 costs, nor the inflation adjustment, which is projected from 1993 data, recognize the
additional costs of regulations that have taken effect since 1896. For example, these new regulations
included multiple changes in billing requirements, such as mandatory electronic cost reporting and 15-
minute interval billing, as well as implementing Y2K precautions and advanced beneficiary notices, among
others. To meet these new requirements, agencies had to revise billing practices, purchase or upgrade
computer systems and train staff to comply with the new unfunded mandates. None of these newer cosls

7
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borne by agencies are recognized in the PPS base rate. {See Appendix B for a detailed description of the
additional administrative responsibilities instituted since 1896.) Recognition of these costs in the payment
system is essential to ensure that the PPS is established on firm financial footing.

Mr. Chaifman and members of the Committee, these legislative changes, combined with the regulatory
changes outlined in the previous section, would go a long way toward strengthening the home health
infrastructure in our country, and ensuring access fo important home health care services for needy
beneficiaries, regardless of where they reside. We thank you for your sincere interest, and look forward to
working with you and other members of the House of Representatives in this important area. | would be happy
to answer any questions that you might have.
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&2 HOSPICE OF ACADIANA, INC.

2600 Johnston St. Ste 200 Phone (337) 232-1234
Lafayette, Louisiana Fax (337) 232-1297
70503-3240 La. 1-800-738-2226

June 13, 2000
‘Written testimony to the House Smal! Business Committee
M. Chairman and Members:

Hospice of Acadiana, Inc. (HOA) is a not for profit, tax exempt free standing community based hospice program chartered
in the State of Louisiana in March of 1983. With an annual budget of only two million dollars Hospice of Acadiana is a
small business. In 1999 HOA had an average daily census of 66 patients from throughout its six parish (county) service
area. Sixty percent of the patients severed in 1999 lived in Lafayette parish. Lafayette parish as a census population per
square mile of land area of about 610. The other forty percent of the patients severed lived in the other five parishes which
have an average census population per square mile of land area of 78. These parishes are made up of a few small towns
and the rest of the population is spread out in the rural areas. Since HOA cares for patients in both urban and rural areas it
is in a unique position to be able to compare the delivery of services in both areas.

The majority of our services are paid for by Medicare, with private insurance paying for about 10%. Medicare pays a per
diem rate that is all inclusive, in other words it includes the services provided by our staff as well as medications, medical
equipment, supplies, etc. that we must provide to our patients. This rate is determined by a formula that is the sum of a set
rate and an adjustable wage index rate. There is a wage index rate for each Metropolitan Statistical Area (MSA). Those
areas not in a MSA are lumped together in a rural rate for each state. For the year 2000 HOA’s routine home care for the
Lafayette MSA is $90.80 while the rate for the rural arcas is $85.35, a difference of $5.45 per patient day. Most hospice
services are provided in the home of the patient therefore the patients place of residence is a variable that affects the cost of
providing services to this population.

It is more expensive to provide hospice services to patents living outside of an urban area for the following reasons:

[ ] Cost associated with getting staff to a patient’s home to provide services are higher in a rural area than in a MSA.
The distance between patient homes is greater in rural areas, therefore we see an increase in miles traveled as well
as in the time it takes the staff to get from one home to the next. Because of increased travel time, staff caseloads
have to be lower in rural areas than in urban areas. Looking at internal data from HOA it looks like the miles
between patient residences in rural areas is twice that of patients in urban areas. Increased mileage reimbursement,
increased time behind the wheel resulting in decreased caseloads equal increase cost to provide serviges.

L] This same concept of the distance that must be traveled to deliver medical equipment, portable diagnostic testing,
such as x-rays and EKG’s, supplies, and medications affects the price that we must pay for these contracted
services. The suppliers we contract with must pass on to us their increased cost of getting their goods and services
to the rural patients. Many are no longer providing these services to rural patients because their reimbursement is
less than their cost. When these ancillary services are no long available to us, we must transport the patient to a
facility that has them. Many times this is more expense and is very difficult on a bed bound, weak patient.

] Another factor that affects availability of goods and services is volume. This especially comes into play when the
goods expire after a certain time period. A good example is the pharmaceutical industry. Many of the medications
Wwe use in pain and symptom management for our hospice patients are not purchased in sufficient volume for the
rural pharmacy to stock them. We cannot guarantee them enough volume to keep their supply current. Many
patients purchase these medications at larger urban pharmacies while accessing medical care in the urban arca.
Unfortunately many of the elderly and the poor do not have the transportation to get them to the urban arca to take
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advantage of these services. Getting medications to patients becomes more expensive in rural areas when they have
to be purchased from a pharmacy that is often many miles from the patient’s home. Some patients cannot be left
alone, therefore when there is only one care giver either the pharmacy or the hospice has to deliver the medication.
Again increasing the cost of the medication.

] Ambulance and other patient transportation cost, which are also included in our per diem, is more expensive in
rural areas because it also includes a mileage cost factor.

L] As the hospice population becomes more spread out it becomes necessary to add more staff to the on-call schedule
to assure adequate response time. Again an additional cost.

] Staffing is also a problem in the rural areas. We are not always able to find qualified staff in a particular area
when the need arises. Some hospice providers in our area are having problems finding mastered prepared social
workers, as required by our state licensing regulations. Therefore we are forced to hire staff who do not live near
our patients and again are faced with the added cost of paying higher mileage cost and travel time.

L] Many support and ancillary services such as meals on wheels, support groups, etc., available in urban areas are not
available in rural areas. This indirectly adds to the cost of care because we see more caregiver stress and "burn
out" where there is a lack of such support services.

In summary the Health Care Finance Administration’s (HCFA) formula for paying for hospice services pays less for
services provided in rural areas than those in urban areas. This creates a disincentive to provide services to the rural
population. A small hospice trying to care for this population is at a great disadvantage in that it does not have a high
enough volume of higher reimbursed, lower cost urban patients to help cover the increased cost associated with caring for
the lower reimbursed, higher cost rural patients.

Many studies have shown that hospice and home care services are far less expensive than hospitalization. Many hospice
programs are taking a second look at their abilities to service the rural population and reconsidering just how far out they
can afford to go.  Access to these less expensive services becomes harder to get as the number of providers decrease or
their service areas decrease.

In conclusion I ask that the government take a second look at its formula for reimbursing rural providers of health care
services. Iam afraid that if a formula is not devised that adequately reimburses for the cost associated with the provision
of services to our rural population there will be no one to serve the rural population in the future. This strategy can only
lead to increase utilization of inpatient facilities that are less desirable because they cost more and negatively impact a
patient's quality of life. Ultimately some one will have to pay for either the transportation cost of the patient to get to the
health care provider or for the health care provider to get to the patient. Obviously I feel that the later is preferable from
both an economic and humane perspective.

Sincerely

Tl A Wogusipadd,

Nelson A. Waguespack, Jr.
Executive Director



